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I. INTRODUCTORY REMARKS 
I REVIEWING Tinbergen’s first League of Nations publica- 


tion on statistical testing of business-cycle theories, Mr. 

Keynes expressed the desire for a more systematic exposition 
of the logic of the methods applied in econometric business-cycle 
research.’ The present paper is intended as a contribution in this 
direction. 

As may be expected in a treatment of logical problems, I shall 
need a certain amount of space for writing down some self-evident 
statements. The argument will lead further to a number of ob- 
servations of which a majority are implicit or explicit in Tin- 
bergen’s two publications.? However, I am offering the present 
discussion with the conviction that a consideration of the logical 
framework of the methods concerned may prove helpful in realiz- 
ing the exact nature of the controversies that have arisen. 

Business-cycle analysis differs from the analysis of economic 

*J. M. Keynes, “Professor Tinbergen’s Method,” Economic Journal, XLIX 
(1939), 588. 

* J. Tinbergen, Statistical Testing of Business Cycle Theories, Vol. 1: A Method 
and Its Application to Investment Activity; Vol. II: Business Cycles in the United 
States of America, 1919-1932 (League of Nations, 1939). 
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equilibria in that it is likely to draw a greater benefit from statis- 
tical induction. The fact that it deals with short-run movements 
increases the possibilities of extracting from statistical observa- 
tions information regarding the relations underlying those move- 
ments. These possibilities and their limitations form the subject 
of this article. I propose to consider quite abstractly the question 
as to what extent results reached by econometric business-cycle 
research derive from statistical observation and to what extent 
they are dependent on other information or hypothesis. In order 
to concentrate on this question I shall restrict as much as possible 
the description of methods, for which I may refer to Tinbergen’s 
two publications. 

It is becoming more and more widely recognized that the gen- 
eration of business cycles may differ in essential features from one 
country and period to another. The problem to be dealt with, 
therefore, may be narrowed down to that of finding a quantitative 
explanation of cyclical movements occurring in a given country 
during a given period in which no important, or only readily 
recognized, changes in economic structure took place. Further, 
in so far as testing of business-cycle theories appears possible, it 
means testing the relevance of such theories with respect to 
country and period considered. 

I shall enumerate the elements of the logical situation facing 
the student of that problem. 


Il. THE DATA 


The first element is the availability of a considerable number 
of statistical time series, to be referred to as the data,’ each series 
representing some measurable economic phenomenon or variable 
which plays a role in cyclical fluctuations. The variables may be 
aggregate sums of money held at a certain moment or spent during 
a certain unit of time for some general type of economic purposes, 
or index numbers of prices quoted or of quantities produced, con- 

3 The word “data” has sometimes been used in the sense of what is called below 
“external variables,” in contexts concerned with the theoretical economic problem 
of explaining the movements of economic variables from those of the “data” so 
defined. The present use of the word seems justified by a context concerned with a 
problem of statistical induction. 
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sumed, or held for a certain type of purpose, etc. Numerous 
problems are connected with the choice and definition of the vari- 
ables. So far as these are economic problems, their nature will 
become clear in what follows. The more technical problems con- 
nected with the construction of index numbers may be disre- 
garded, partly on account of their technical nature and partly 
because they have not been raised in the discussions referred to. 

The following three characteristics of the data are important 
in our context. First, they include variables of two types, internal 
and external. The former are those phenomena whose fluctua- 
tions the investigator wishes to explain; the latter are those other 
phenomena which he may also require as elements in that explana- 
tion, while excluding the possibility that their fluctuations are 
influenced in turn by what he may regard as i:ternal variables. 
Examples of external variables are natural phenomena like rain- 
fall, temperature, and also such economic phenomena in other 
countries as are assumed to be independent of the economic 
events in the country considered. 

In this stage only the distinction between internal and external 
variables is introduced, and the occurrence of both types among 
the data is stated. The question of whether or not a given vari- 
able must be regarded as the object of explanation comes up in a 
later stage. 

Next, the data are unique. Their extension is limited by their 
availability and by the limits set to the time period under con- 
sideration by wars or other abrupt changes in economic structure. 
It is not possible to run the same country once more through the 
same period while making changes only in the initial phase of the 
cycle or only in the impact of certain noneconomic factors like 
the yield of crops. 

Finally, the various series composing the data show a high 
degree of interrelation. By that expression—while inviting sug- 
gestions for a better substitute—I mean that in many ways a 
“good fit” or a “high correlation” can be obtained by picking 
out a few variables and approximating the fluctuations of one of 
them through simple arithmetical operations applied to the 
others with appropriate coefficients. 
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The combination of uniqueness and manifold interrelation of 
data is, it appears, not often encountered in the sciences in which 
statistical methods have first been developed. This is why the 
fundamental difficulties and limitations arising from this com- 
bination must be considered and formulated in explicit connec- 
tion with the application of these methods to economic problems. 


Ill. THE GENERAL WORKING HYPOTHESIS 


The second element in the logical situation is the adoption, by 
the investigator, of the working hypothesis that causal connec- 
tions between the variables are dominant in determining the fluc- 
tuations of the internal variables, while, apart from external 
influences readily recognized but not easily expressible as emanat- 
ing from certain measurable phenomena, mere chance fluctua- 
tions in the internal variables are secondary in quantitative im- 
portance. Earthquakes, political events, and strikes are examples 
of the readily recognized but unmeasurable external factors. The 
term “causal connection” is used in the sense of a certain quantita- 
tive relationship having a character of necessity as opposed to 
pure chance. It does not necessarily imply a separation in time of 
“cause” and “effect.” Finally, I speak of a working hypothesis 
regarding the prevalence of causal connections as distinct from 
the specific form these connections may be believed to assume 
with respect to any particular variable. 

It is important to note that the dominance of causal connec- 
tions is assumed with respect to aggregates or suitably weighted 
averages of measurable phenomena. Important and unrecognized 
accidental influences in individual economic decisions are not ex- 
cluded but are assumed to balance approximately where a great 
number of economic subjects is concerned. 

The foregoing hypothesis I shall call the general working hy- 
pothesis of econometric business-cycle research. It requires quali- 
fication in the following respect: The foregoing formulation does 
not mention the possibility of unmeasurable internal factors act- 
ing as a cause on other variables. Actually, expectations regarding 
future values of certain variables often affect present decisions 
made by economic subjects. In business-cycle literature, as well 
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as in the daily press, this situation is reflected by frequent refer- 
ence to “the state of confidence”’ as a factor, The working hy- 
pothesis introduced is not to be understood as excluding such 
possibilities. It implies only that, in such cases, “expectations” 
or “the state of confidence” or whatever other unmeasurable 
internal factor may be thought of as exerting an influence are 
themselves in the end again determined mainly by measurable 
internal and/or recognizable external phenomena, to a minor 
extent only by pure chance. 

Indeed, this seems to be the only way in which sense can be 
given to the concept of an unmeasurable internal factor. And the 
logical content of the general working hypothesis reduces to the 
following three constituents: (1) the adoption of causality as the 
quantitatively dominant principle in explaining the fluctuations 
of economic variables; (2) the possibility of recognition of non- 
measurable external factors; and (3) the supposed existence, in 
economic life, of a sufficient number of actual or possible observa- 
tion posts for statistical services as to make an understanding of 
cyclical movements possible from the study of the connections 
between measurable phenomena [and the nonmeasurable phe- 
nomena referred to under (2)], including such indirect connections 
as run through unmeasurable phenomena. 

The first of these assumptions seems to be in agreement with 
the views of a majority of business-cycle theorists. Less com- 
ment is to be found on the other two points, perhaps because the 
distinction between measurable and nonmeasurable phenomena 
did not receive much attention as long as the observational side 
of business-cycle research remained undeveloped. 

There is, therefore, a question of great interest as to how far the 
foregoing basic assumptions are themselves supported by the data. 
For reasons of exposition I shall postpone the discussion of this 
point until the end of this article. For the moment it is only 
necessary to point out that the general working hypothesis is, 
to the extent of present experience, not contradicted by the data. 
The high degree of interrelation among the several series leaves 
ample freedom for the construction of supposed causal connec- 
tions between them. 
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IV. THE NECESSITY OF ADDITIONAL INFORMATION 


In fact, it leaves too much freedom. Generally the data are 
such—and if the general working hypothesis holds they have to 
be such—that the fluctuations in one given variable may be re- 
constructed in more than one way by combining some other 
variables in a suitable manner. This is why the uniqueness of the 
data, or the impossibility of experimentation, is such a funda- 
mental limitation to the body of conclusions which the data 
support. What kind of inferences can be drawn, then, on the 
basis of the two elements now introduced? It will be clear that 
the only unconditional inferences one may draw are negative. 
They state that this or that supposed causal connection is not in 
agreement with the facts reflected in the data. A very elementary 
example is what might be called the static explanation of share 
prices, i.e., the theory which would explain share prices as divi- 
dends capitalized by some market interest rate. This theory does 
not fit, e.g., the experience of Germany‘ for a long period before 
1914 or of the United States‘ around 1929. Another example is the 
“acceleration principle,” which, in many cases, is insufficient to 
explain as sole cause, or even to be a major element in explaining, 
fluctuations in general investment activity.® 

The drawing of such unconditional negative conclusions from 
the data represents the most direct type of statistical testing of 
business-cycle theories or of elements in such theories. It is, how- 
ever, inconclusive. To make a further choice from the numerous 
explanations not so discarded requires the introduction, as the 
third logical element in the situation, of certain additional in- 
formation. That is, the only positive conclusions one may draw 
are conditional upon the validity of certain suitably chosen prem- 
ises that make up the additional information. 

The undefined word “information” seems most apt to cover the 
diversity of the statements that may serve as premises in the 

4A. Donner, “Bestimmungsgriinde der Aktienkurse,” Vierteljahrshefte fiir Kon- 
junkturforschung, Sonderheft 36 (Berlin, 1934). 

S$ Tinbergen, op. cit., II, 106. 

* Tinbergen, “Statistical Evidence on the Acceleration Principle,” Economica, 
V (1938), 164. 
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construction of positive conclusions. They may include observa- 
tions not expressible as statistical time series, experiences from 
other countries or periods showing a similar economic structure, 
deductions from economic theory, or even mere working hypoth- 
eses having a certain degree of plausibility. They have in com- 
mon only that they are used in addition to the two elements 
introduced above and that they are not held to be incorrect. 
Very often, however, they may on good grounds be supposed to 
approach the truth closely. 


V. PRINCIPLES GOVERNING THE CHOICE OF THE ADDITIONAL 
INFORMATION 


It will be useful to classify, through a number of principles, 
the considerations governing the choice of the additional informa- 
tion. The first principle naturally requires that the additional 
information should not imply statements which can be uncondi- 
tionally rejected because they are contradicted by the data. This 
will be called the principle of statistical censorship on the addi- 
tional information. 

Apart from this the choice is logically free, and further princi- 
ples derive from the desire to give a maximum of scientific value 
to the conditional conclusions obtained. The principle of scientific 
economy in devising the additional information requires that no 
statement be included that could be derived from the data with 
the help of the other statements included—or, at least, on the 
basis of some less restrictive set of premises. Assertion of this 
principle is, of course, the more desirable the less one is a priori 
convinced of the validity of any statement in the premises that 
could possibly be dispensed with. Taken together with the prin- 
ciple of statistical censorship, the principle of scientific economy 
insures that the additional information is truly complementary 
to the data. 

The next two principles also act in combination, but rather in 
the sense of opposed forces between which a balance is to be 
established. The principle of a solid basis requires that as 
nearly as possible only those statements are included which have 
a high degree of plausibility, whatever the grounds. The principle 





164 TJALLING KOOPMANS 


of providing a sufficient basis requires, on the contrary, that the 
additional information be sufficiently specific to allow quantita- 
tively definite positive conclusions. 

It is obvious that, whenever final conclusions, whether positive 
or negative, have to be formulated, a solid basis is of more import 
than a “sufficient” basis. In cases where both principles cannot 
be satisfied simultaneously, however, nothing prevents the tenta- 
tive introduction of some plausible working hypotheses which 
make the basis sufficient, if the conditional nature of the con- 
clusions so obtained is duly kept in mind. Actually, the econ- 
ometrician not infrequently finds himself “playing with the 
data,”’ trying out the consequences of some alternative assump- 
tions. Generally it is a sound rule to increase the number of 
alternatives investigated as one feels less certain about the valid- 
ity of each of them. 

There is one further consideration which influences the choice 
of the additional information, though it does not deserve the 
name of a principle. It is the practice of aiming at mathematical 
simplicity and manageability, in the form of the functions repre- 
senting the causal connections, and in the probability distribu- 
tion of the random influences representing the minor chance 
element in the fluctuations of variables. Though of paramount 
importance in a certain stage of the development of econometric 
research, particularly if carried out with limited means, this 
practice as an end in itself has little justification in the long run. 
Mathematics (as involved here) being less beset with intrinsic 
difficulties than the other sciences concerned, the mathematician 
may justly be asked to give to economists the full benefit of the 
possibilities of reasoning provided by his craft. 


VI. THE PREMISES IN WHICH THE ADDITIONAL INFORMATION 
IS GENERALLY EXPRESSED 


The foregoing distinctions and considerations may help us in 
disentangling statistical and a priori elements in the foundation 
of econometric business-cycle research. I now proceed to demon- 
strate this by a discussion of the relevant features of Tinbergen’s 
investigations. 
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The variables in the data will be denoted ~x,, x, 
desired to represent the connections between them by a number 
of equations equal to the number of variables supposed or found 
to be internal variables. A smaller number of these equations are 
trivial, as they represent only the definition of one of the quanti- 
ties occurring in them by means of the others. Being self-evident,’ 
they are not affected by the logical problems under consideration 
here. The other equations are each obtained by concentrating 
on one internal (or possibly internal) variable and trying to re- 
construct its fluctuations from those of the other variables 
thought to be its immediate (or its most direct measurable) 
causes. 

In Tinbergen’s investigations the additional information 
employed to this end can frequently be given the general form 
of a list of three sets of premises as follows: 

Set 1. All influences affecting the fluctuations of a certain 
variable, say x,, other than those emanating from a specified set of 
variables, say x, ....2%,, can be classified under one of these three 
headings: (a) influences that together give rise to a minor additive 
component of x, of a random nature, i.e., subject only to a certain 
law of probability specified in certain respects; (5) influences that 
together can be represented by an additive component of ~,, 
which is a “smooth” function of time (a “trend’’); and (c) other 
influences, too large or too fluctuating to be included in (a) or 
(6), emanating from recognized unmeasurable external forces and 
affecting only a few specified observations. 

Set 2. The influence exercised on the dependent variable zx, 
by the specified (possible) determining variables x, ....2, can 
be represented, in the region covered by the data, by mathe- 
matical functions of these variables, of a specified type. Fre- 
quently linear functions are specified with coefficients which are 
constant as the time varies. These functions may involve con- 
stant nonnegative time lags between the fluctuations of the de- 
termining variables and their effects on 2,. 

Set 3. The time lags assumed have values within certain speci- 

7 Again disregarding the technical problems of index-number construction men- 
tioned above. 
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fied limits; some of them have specified values (often zero!). 
Some coefficients have specified signs, or have values specified 
exactly or within certain limits, or stand in specified proportions 
to each other. 

This scheme requires specialization and sometimes amendment 
for every particular variable considered. To make a first draft 
of this specialization is exclusively the economist’s* task. This 
implies specification of the variables that may (but need not) 
have an influence on z,. (Incidentally, it will now be clear that 
consideration of this task already governs the choice and defini- 
tion of the variables constituting the data.) The economist will 
further reflect whether he feels no a priori suspicion against the 
assumption of a linear or other specified type of dependence of 
x, on its supposed determining variables. Finally, being aware of 
the principle of a sufficient basis, he will include in the third set of 
premises as many and as specific indications as he thinks com- 
patible with the principle of a solid basis. 


VII. APPLICATION OF THE PRINCIPLE OF STATISTICAL 
CENSORSHIP 

The list of premises then goes to the mathematical statistician, 
who first applies the principle of statistical censorship. He will 
investigate whether at least one set of coefficients and lags exists 
which (1) has the properties specified in the third set of premises 
and (2) when combined with the series x, ....2, into a “calcu- 
lated series” x* (according to the prescriptions given in the second 
set of premises) leaves only such “unexplained residuals” x,—x* 
in the variable x, as do not contradict the premises adopted in 
the first set. 

Generally, the statistician will conclude that the list of prem- 
ises is contradicted by the data whenever large residuals remain 
in the observations not specified by the premises (c) of the first 
set as subject to incidental external influences, or whenever a 

§ The “economist” is introduced here as distinct from the “mathematical statis- 
tician.”” While the latter applies the type of reasoning and the procedures elaborated 
in statistical theory, the former is not supposed to be of the too academic type 
versed only in abstract deduction from the “economic motive.” He is considered 


to have in addition an intimate knowledge of economic life and of the results of sta- 
tistical investigations relating to similar countries and periods. 
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definite® cyclical movement remains in the residuals of these 
observations, with the use of any authorized set of coefficients 
and lags. Otherwise he will declare that the premises permit of an 
explanation of x, which yields a good fit to the data. 

A situation sometimes leading to rejection of a list of premises 
on the foregoing model is that in which a good fit can be obtained 
only while one or more coefficients have “wrong signs.” A rejec- 
tion on this ground is likely to evoke a certain suspicion of the 
value and accuracy of sets of coefficients that all “happen’’ to 
come out of the calculations with right signs. Nevertheless, the 
procedure is quite sound, and the occurrence of wrong signs under 
such conditions'® only demonstrates the paramount importance 
of a correct choice of the additional information. Knowing how 
easily a statistically undetectable omission of one relevant de- 
termining variable, or an incorrect specification of an a priori 
known lag, may under certain conditions distort the values and 
even the signs of the other coefficients, the investigator will 
devote a full share of his suspicion to the less technical part of 
the procedure: the choice of the premises. 


VIII. CONDITIONS GOVERNING THE VALUE OF THE CONCLUSIONS 


If, on the other hand, the statistician finds a good fit to be 
possible with authorized coefficients and lags, this is not a con- 
firmation of the list of premises but a situation in which he can 
proceed to make a conditional conclusion. Such a conclusion 
takes the form of the calculation of certain “best estimates” of 
the coefficients and lags not specified in advance. These are such 
authorized values of coefficients and lags as give the “best fit” 
to the variable x,, according to certain technical criteria.“ In 

* Since probability has been introduced in some part of the system, the criterion 
on which a given set of residuals is deemed to be sufficient evidence of incom- 
patibility between premises and data is a matter of probability calculus. The 
Statistician will accordingly have to fix the small risk of erroneous pronouncements 
of incompatibility he is willing to incur. The higher he puts his standard, the more 
frequently he will be unable to reach a conclusion, even in the presence of some 
indications of incompatibility. 

t° See, however, footnote 17. 


"* The observations specified as affected by incidental unmeasurable external 
factors are, of course, excluded in applying these criteria. 
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addition, certain margins of error may be indicated within which 
the estimate is likely to differ from the true coefficient or lag.” 

The scientific value of such a conclusion depends on various 
circumstances, and a number of alternative cases will now be dis- 
cussed. 

It may turn out that the margins of error for some coefficients 
or lags not specified in advance are so wide that the conclusion 
lacks any value with respect to these quantities. If, as we now 
suppose, the best fit is a good fit, this can happen independ- 
ently to one single coefficient only if the determining variable 
concerned shows very little fluctuation (other than a smooth 
trendlike movement). It may also happen to one single lag if 
the fluctuations of the variable concerned are so gradual that 
only small differences occur between immediately subsequent 
values. Apart from these two cases, it always happens to more 
than one parameter (coefficient or lag) at the same time and is an 
indication of “multiple collinearity” in the set of variables in- 
cluded. This is the situation in which, besides the equation under 
study, at least one other linear equation is, whether by chance 
or for some systematic reason, approximately satisfied by the 
same variables (occurring in it with the same lags) or by a smaller 
number of them. The simplest example is direct proportionality 
in the fluctuations of two determining variables. In all such 
cases large changes can be made to the coefficients and/or lags 
concerned without spoiling the good fit—if only these changes 
stand in certain definite proportions to each other. 

This is what happened in Tinbergen’s* and Polak’s ** attempts 
to explain the fluctuations in consumers’ outlay in the United 
States. The trouble there was due to a high similarity in the 
movements of the income of labor and the nonspeculative income 
of entrepreneurs and owners of property, and also—differences 
in trend disregarded—-in the movements of the cost-of-living 

% This procedure is again subject to a small risk, to be fixed in advance, of the 
true difference exceeding the margins indicated. 

3 Op. cit., II, 35. 

4 J. J. Polak, “Fluctuations in United States Consumption, 1919-1932,” Review 
of Economic Statistics, XXI (1939), 1. 
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index. There is a way out of such a situation only in so far as 
more specific premises can be adduced to provide a more suf- 
ficient basis. Thus, in the example referred to, part of the un- 
certainty in the coefficients could be eliminated by adding to the 
premises that the marginal propensity to consume is always less 
than unity and that it is larger for the workers than for other 
classes of society. Even so, uncertainty remained about the 
relative influences of incomes and of the cost of living on con- 
sumption, and we must either have recourse to budget statistics 
or wait for a period in which retail prices move differently from 
incomes to arrive at a decision. 

Finally, it may happen that narrow margins of error are found 
for all coefficients and lags not specified in advance. This, indeed, 
is the maximum remuneration of the efforts made. A successful 
conditional conclusion has then been reached. 

This is the second, and more refined, type of statistical testing 
of business-cycle theories. It turns certain more or less plausible 
premises into perhaps unexpected conclusions. Quantitative pre- 
cision is given to the influence of all the factors formerly known 


only qualitatively as possible causes. In particular, the influence 
of certain suspected causes may turn out to be absent or very 
small. This was the case with the “acceleration principle,”’ even 
as a subsidiary cause, in a number of cases investigated by Tin- 
bergen. 


IX. TESTING THE LIST OF PREMISES AS A WHOLE AND 
TESTING ONE DUBITABLE PREMISE 


To sum up, we have found that the statistician’s “testing’’ of 
any draft list of premises presented leads him to make one of the 
following three statements (I invert the order of the second and 
third possibilities): (I) The list of premises is contradicted by the 
data. (II) The list of premises is not in contradiction with the 
data and provides a sufficient basis for the desired quantitative 
precision in the conclusions. (III) The list of premises is not in 
contradiction with the data but is an insufficient basis for the de- 
sired quantitative precision in the conclusions. Each of these are 
verdicts on the list of premises as a whole, and with none of them 
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is the investigation closed. In each case it falls to the economist 
to initiate the next move. 

In Case I, when the statistician has interposed his veto, he may 
of course be able to give valuable indications of changes in the 
list of premises which would make it acceptable. But he will 
always find more than one such possibility. Otherwise the data 
would support unconditional positive conclusions, and this we 
have already found to be untrue. Therefore, finding his draft re- 
jected, the economist has to make up his mind what part of his 
premises to place beyond all doubt and in what part he is most 
prepared to make concessions. 

A similar a priori relative valuation of premises forms the next 
step in Case II. When valuable conclusions have been derived 
from a given list of premises, it is time to remember the principle 
of scientific economy. It may now become important to detect 
whether the list of premises is not unduly specific; whether some 
part, and if so what part, of the premises might itself, with the 
help of the data, be made to follow from the others or at least from 
some other list of premises which is less restrictive, and therefore 
still more plausible a priori, than the original list. 

In Case III, finally, the economist has to decide whether he can 
devise any additional premises likely to provide a more sufficient 
basis for the statistician to work on. If he finds he can, the en- 
larged list of premises comes up again for the statistician’s judg- 
ment as described above. Below (see p. 180) I revert to the situa- 
tion which arises when the economist’s concern for a solid basis 
does not allow him in any way to go beyond the premises already 
found “insufficient.” 

This leaves us for the moment with Cases I and II. We now 
have to discuss the logical possibilities arising from a subdivision 
of the list of premises into two parts, one consisting of accepted 
premises, the other of dubitable premises. The former, of course, 
ought already to have been found compatible with the data. The 
latter are those which are rejected if the need arises (as happens 
in Case I) and made dependent if the possibility arises (as may 
happen in Case II). 

In actual investigations such subdivisions usually exist from 





ECONOMETRIC BUSINESS-CYCLE RESEARCH 17! 


the beginning, often with dubitable premises in various degrees 
of presumed reliability. Nevertheless judgments regarding a list 
of premises as a whole have logical priority, and their prior dis- 
cussion may have served to elucidate the division of responsi- 
bilities between economist and statistician. 

In the situation now to be considered the statistician is au- 
thorized to take for certain the accepted premises. This allows 
him to make one of the following statements: (A) The dubitable 
premise’s is wrong. (B) It is right because it is confirmed by the 
data, given the accepted premises. (C) It is not liable to test 
but if dropped reduces or nullifies the quantitative precision of 
the whole or part of the conclusions. (D) It is not liable to test 
but irrelevant to the quantitative precision of conclusions. 

Comparison with the list of statements (I, II, III, p. 169) 
referring to a list of premises as a whole shows that on the new 
basis one new possibility has emerged. Before, there could be 
only rejection (I) or nonrejection (II and III) of the list of prem- 
ises. Now in addition to rejection (A) and inconclusiveness of the 
test (C and D) there is the new possibility of a statistical con- 
firmation (B) of the dubitable premise. If this occurs, the princi- 
ple of scientific economy has been applied successfully. Con- 
clusions formerly considered as depending on a premise open to 
some doubt have now been established on the basis of the ac- 
cepted premises only. 

The question answered in the case in which the test is incon- 
clusive has also changed. While formerly the question was that 
of the sufficiency (II) or insufficiency (III) of the list of premises 
as a whole, now the question is that of the relevance (C or D) 
of the dubitable premise to the sufficiency or insufficiency of the 
whole list. Case D, irrelevance of the dubitable premise, though 
logically possible, is of infrequent practical occurrence. Whenever 
the irrelevance of any dubitable premise to the precision of the 
conclusions can be foreseen, this premise will not be tested 
statistically. 

In order to illustrate the working of the tests under considera- 


*s In what follows I shall simply speak of the dubitable premise in the singular, 
as a few premises can always be considered as together constituting one premise. 
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tion I shall discuss a number of examples connected with various 
dubitable premises. Let the dubitable premise first be the speci- 
fication of certain limits to coefficients and/or lags. It is found 
to be wrong if no coefficients and lags within the limits, combined 
with the several series as prescribed by the accepted premises, 
produce a good fit. It is found to be right, and hence superfluous 
as a premise, if only coefficients and lags within the limits pro- 
duce a good fit. No decision is reached if values producing a good 
fit are found both inside and outside the limits. It is in such 
cases that the imposition of limits is likely to be required as a 
separate premise in order to give precision to the conclusions. 
Thus, Tinbergen’s conclusion concerning the minor quantitative 
importance of the acceleration principle in determining the 
fluctuations in investment activity was in some cases dependent 
on the premise that the time lag involved in the influence of 
profits (via expectations) on investment is, at most, say one 
year.” 

Suppose next that the accepted premises permit the possibility 
that a certain variable, say x,, ranks among the determining 
variables of another variable x,, whereas the dubitable premise 
denies an influence of x, on x,. The latter premise is then rejected 
if the best fit is at once unsatisfactory without x, and good with 
x, included in the calculations. It is confirmed if the inclusion 
of the variable x, gives it a coefficient which is, apart from a 
narrow margin of error, equal to zero. It is left uncertain if, owing 
to multiple collinearity between x, and other possible determining 
variables, the coefficient of x, is subject to so large a margin of 
error that neither a difference from, nor virtual equality to, zero 
can be ascertained.*? 

6 See op. cit., I, 39, 48. 

‘7 An interesting complication may arise if the accepted premises prescribe the 
sign of the coefficient measuring the influence of «x, if that influence is present (which 
is denied by the dubitable premise). It may then happen that the best fit obtainable 
on inclusion of x, in the calculations gives a wrong sign for its coefficient, while— 
in contradistinction to the case of wrong signs considered on p. 167—the fit obtained 
after excluding =, is still satisfactory. Such a result has sometimes been considered 
a sufficient reason for accepting the dubitable premise. Thus Donner excluded the 


short-term interest rate from his explanation of share prices in Germany before 
1914 because its coefficient did not get the anticipated sign. Tinbergen took a 
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X. THE ALTERNATIVE TO THE DUBITABLE PREMISE 


Before going on to more complicated examples, some attention 
must be given to the logical relation between the accepted 
premises and the dubitable premise. Clearly the latter must be 
logically independent of the former, such that it might be true 
as well as untrue if the accepted premises are true. Now situa- 
tions often arise in which one feels entitled, on a priori grounds, 
to specify an alternative or some alternatives to the dubitable 
premise indicating the only possibility (possibilities) which would 
remain if the dubitable premise were not true. It is not worth 
while drawing attention to this alternative if it simply consists 
of the negation of the dubitable premise, as in the foregoing two 
examples. It becomes a matter of primary importance, however, 
if the alternative can be given the form of a subsidiary premise 
which is more specific than the mere negation of the dubitable 
premise. This subsidiary premise, if it actually represents an 
alternative, stands in a relation of mutual exclusiveness to the 
dubitable premise. And the presumption that it forms the only 
alternative is expressed by including with the accepted premises 
a statement saying that either the dubitable premise or the sub- 
sidiary premise is true. 

The importance of such a specification of an alternative in the 
statistical testing of hypotheses has been stressed very much by 
J. Neyman and E. S. Pearson in their impressive contributions 


similar course when obtaining wrong signs for determining variables of minor im- 
portance in his study of the causation of investment activity (see of. cit., I, 50). 
The very fact, however, that the exclusion of x, does not decisively deteriorate the 
good fit means that there is, owing to multiple collinearity between x, and one or 
more other possible determining variables (say x;, x,), a large purely statistical mar- 
gin of uncertainty in the coefficient of x,, a margin actually extending beyond zero 
into the region of admitted signs. A corresponding statistical uncertainty must then 
also arise in the coefficients or lags of x; and x,. In this case, it is true, the exclusion 
of x, is tantamount to adopting that authorized value (viz., zero) for its coefficient 
which of all authorized values yields the relatively best fit. If not accompanied by 
a study of the effects of statistical uncertainty in the coefficient of x,, however, it 
also means overlooking such uncertainty of the coefficients of x, and x, as may arise 
from the a priori possibility that x, actually has an influence with the prescribed 
sign. The dubitable premise would, in fact, be irrelevant only if the investigator 
were interested exclusively in such coefficients of other determining variables x;, x, 
(if present) as happen to be unaffected by the uncertainty in the coefficients of z,. 
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to that subject. It enables the statistician to shape his tests in 
such a manner as to increase the frequency of conclusive answers 
(Cases A and B), thus reducing the cases (C and D) of incon- 
clusiveness. 


XI. THE PREMISES OF LINEAR RELATIONS AND CONSTANT 
COEFFICIENTS 

Realization of this point will doubtless render more fruitful 
the discussion of the possibilities and limitations of statistical 
induction in dynamic economics. I shall illustrate it in a dis- 
cussion of the possibilities of testing the premises regarding 
linearity of relationships and constancy of coefficients and lags— 
premises which have been subjected to much criticism™ on a 
priori grounds. Here a subsidiary premise specifying the alterna- 
tives is needed greatly, and its choice becomes a vital question. 
For, by dropping these premises altogether, one “would make it 
possible to fit any explanation to any facts,” as Mr. Keynes 
pointedly remarks."? Without a subsidiary premise, therefore, 
only rejection of the dubitable premise would remain possible, 
and not confirmation. 

The matter is still comparatively simple if the linear character 
of the influence of only one specified determining variable is open 
to doubt, while the alternative is a curvilinear influence of that 
variable with the shape of the curve not changing in the course 
of time. Tinbergen has in such cases resorted to the inspection 
of “partial scatter diagrams.’° This technique, though usually 
leading to the detection of a curvilinear relationship when present, 
still does not give perfectly conclusive evidence about its absence, 
particularly if the number of observations is small. (It was not 
in the cases in which Tinbergen applied this technique.) An 
admittedly slight chance remains that the curvilinear influence 
of one determining variable gives rise to fluctuations in the 
dependent variable very similar to those of one other determining 
variable, or of a linear combination of some determining varia- 
bles, and is in consequence ascribed to those variables. The number 
of such possibilities increases according as the alternative possi- 


*8 Keynes, op. cit. 9 Ibid., p. 563. 2° Op. cit., I, 77. 





ECONOMETRIC BUSINESS-CYCLE RESEARCH 175 


bilities admitted by the subsidiary premise include unspecified 
types of curvilinear dependence with respect to more determining 
variables. A perfectly conclusive test then requires the inclusion, 
as additional variables, of the squares or other simple curvilinear 
functions of the variables concerned. Linearity is confirmed for 
all these variables if the coefficients of their squares or other func- 
tions are all about zero with small margins of error. 

Frequently such tests require a larger number of observations 
than the estimation of “linear’’ coefficients from the premise of 
linearity. They have not been carried out by Tinbergen, and in 
the case of his investigation concerning the United States from 
1919 to 1932 the number of observations would generally not have 
been sufficient. It should be stated, however, that a “majority” 
of the alternative possibilities would, if present, have been detect- 
able by the technique of partial scatter diagrams. Some very 
interesting cases of curvilinear influences were, indeed, so de- 
tected.” 

The matter becomes very complicated if the alternatives also 
held to be possible permit changes to occur in the course of time 
to the slope or shape of the curve or line representing the in- 
fluence of a given variable. This seems to me the idea underlying 
part of Keynes’s criticism. It is felt that the influence exerted by 
one variable on another may well be different in different cir- 
cumstances. Here I appeal to economists to specify the criticism 
in order to make its relevance liable to statistical test. To facili- 
tate the choice I list a few circumscribed alternatives to strict 
stability of the relations. 

One may suspect that at some specified moment an abrupt 
change has taken place in some coefficients, because of a recognized 
change in economic organization. Thus, Tinbergen could obtain 
a good fit in explaining capital goods’ prices in the United States 
only by allowing for a sudden decrease in the response of these 
prices to changes in production, coincident with the remonopo- 
lization of the iron and steel industry in 1923. In other cases one 
might prefer to assume a gradual and smooth change in one or 


t See, e.g., op. cit., II, 106. 
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more coefficients as*time proceeds. There was, e.g., during the 
forty-year period preceding 1914, a gradual but distinct de- 
crease in the responsiveness to various factors of the invest- 
ment in railway rolling stock in the United Kingdom.” If a 
sufficient number of observations is available, such gradual 
changes might be detected, or their absence confirmed, by break- 
ing up the period studied in two or more parts. Particularly when 
observations are not numerous, however, the more refined method 
of allowing for a gradual but not a priori defined change of co- 
efficients in the explaining formula gives a greater possibility of 
extracting all relevant information from the data and is therefore 
more likely to give evidence in uncertain cases. 

One may in other cases admit the possibility that the influence 
of one variable on another one depends on the value assumed by 
a third variable. This means that the influences of the several 
determining variables are no longer to be treated as additive. 
A special graphical technique dealing with this type of “joint 
causation” has been elaborated by Ezekiel and Bean.** Arith- 
metical procedures are, of course, also possible. An example is 
found in oil-tanker freight rates as influenced by shifts in the 
demand curve for transportation of oils. The supply of these 
services is very elastic so long as unemployed tankships are 
available but suddenly becomes inelastic as soon as the world 
tanker fleet is fully employed. Accordingly, the influence on rates 
of a shift of the demand curve from one given position to another 
one depends very much on the world’s total tanker tonnage.** 

Relationships of this type may be expected particularly in 
connection with bottlenecks in some part of the economic sys- 
tem. Other instances are, however, also conceivable, e.g., in 
connection with unmeasurable factors. The cumulated effect 
of a given dose of public works on entrepreneurs’ investment 
may well depend on whether the works are considered as a tem- 
porary expedient or as a normal recovery in government demand. 

2 See the graph on p. 120 of Tinbergen, op. cit., Vol. I. 

23M. Ezekiel, Methods of Correlation Analysis (New York, 1930), chap. xx. 

«4 Cf. T. Koopmans, Tanker Freight Rates and Tankship Building (Haarlem, 
1939). 
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This statement qualifies Tinbergen’s multiplier calculations 
based on “normal” entrepreneurial reactions as displayed over a 
complete cycle.*5 

The statistical technique dealing with lags is insufficiently 
developed. Hence we are not sure whether, and on what prem- 
ises, constancy of lags may be tested with precision from the usual 
type of data, or whether some presumed type of systematic 
variation in lags may be detected easily and with reliability. 
Purely technical study is urgently required on this important 
point. 

There are usually good chances for testing the clause in the 
premises specifying, for exclusion from the calculations, the 
observations largely affected by unmeasurable external factors— 
provided the premises are otherwise both solid and sufficient. 
If no observations thus affected have been included erroneously, 
the net effect of such external factors can always be estimated 
from the residuals which remain if the explaining formula is 
applied to the excluded observations. This answers the question 
whether perhaps too many observations have been excluded. 
Exclusion of too few, or of the wrong, observations usually mani- 
fests itself by large residuals in the observations erroneously 
included. Yet a small chance remains that no important residuals 
are found even though one or two actually “disturbed” observa- 
tions have not been excluded. This is in the rare case in which 
certain co-ordinated changes in the coefficients of authorized 
determining variables are possible which alter the values of the 
explanatory series x* only in such a manner as to absorb just 
the disturbances in those few observations. The presence of such 
a situation can always be recognized. 

Not every premise liable to doubt is liable also to statistical 
test, even if all other premises are accepted without doubt. A 
feature of the premises listed on page 165 which is generally not 
liable to test is that no allowance has been made for possible 
errors of observation in the series representing the determining 
variables. If we suspect that such errors are not negligible, a 
corresponding change must be made to the list of premises. 


5 Op. cit., II, 162. 
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I have worked out this case in a special investigation® to which 
I may refer here. It leads to larger margins of error in each co- 
efficient. 

XII. CONCLUSIONS 

The foregoing review of possibilities may suffice to illustrate 
the nature of statistical testing of supposed relationships from a 
unique set of data. It shows that no single clear-cut answer can 
be given to our initial question: to what extent the results of 
econometric business-cycle research depend on the data and to 
what extent on additional information or hypotheses. The rela- 
tive importance of data and additional information varies from 
one case to another. Their combination is a complicated process, 
the result of a continuous dialogue, of a game of give and take, 
between economist and statistician. The statistician’s work is 
technical and bears no responsibility for the conclusions other 
than that it must avoid errors of reasoning. Its quality can be 
improved only in the directions of greater efficiency of, and greater 
diversity in, statistical tools, in order that conclusive answers 
can be found to a given type of question more frequently and 
that answers can be given to more types of questions. The 
economist must also avoid errors of judgment. 

Their collaboration along the lines indicated is not merely a 
method, as Tinbergen modestly calls it in his title—perhaps 
because he employs a somewhat limited choice of premises. This 
is my main point: it is the only method by which the relevant 
information contained in statistical time series can be extracted 
and made available for giving such quantitative precision to the 
supposed relationships of business-cycle theory as it truly sup- 
ports. 

What, then, may be the outcome of this collaboration? Though 
the foregoing discussion has been concerned only with the explana- 
tion of one single internal variable, it will now be clear that the 
drawing-up of the list of internal variables is mainly the econo- 
mist’s work. Some influence of statistical evidence is not ex- 
cluded even here. 

* T. Koopmans, Linear Regression Analysis of Economic Time Series (Haarlem, 
1937). 
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Let us suppose first that a basis of premises both solid and 
sufficient has been reached with respect to each variable to be 
explained. No new logical problem is involved in the combination 
of the explanations of the movements of individual variables into 
an explanation of the fluctuations of the economic system as a 
whole. This, indeed, is the object of mathematical business-cycle 
theory. For our present purpose it is sufficient to state that in the 
case supposed a quantitative explanation of economic fluctua- 
tions in the country and period concerned has been erected on 
premises indorsed by experience and judgment. A knowledge 
has been obtained permitting the reconstruction of the fluctua- 
tions of each internal variable during the period from those of the 
noneconomic causes and from the initial condition of the country 
—within the limits recognized as set by random influences of un- 
specified nature. 

Only extrapolations of this knowledge would have a more than 
historical interest. The following two extrapolations are interest- 
ing. The first of these has been greatly developed by Tinbergen. 
This is the study of the influence which certain measures of busi- 
ness-cycle policy would have had on the stability of the economy 
in the conditions of country and period. It presupposes, in addi- 
tion to the logical basis of the whole analysis already set out, that 
the effect of such measures on each of the causal processes, when 
present, can be assessed apriori in quantitative terms. Given 
these conditions, the rest is merely a matter of mathematics. 
Using the knowledge so obtained as a guide to actual policy again 
presupposes persistence of the main dynamic features of the 
economy in the future. Theoretical study of the dependence of 
the knowledge obtained on the particulars of the period con- 
cerned may be helpful in avoiding unsafe extrapolations. 

Another extrapolation would be the idea of prediction of future 
developments. This would, however, be a much more hazardous 
undertaking. In the first place, it would presuppose a quantita- 
tively much stricter persistence of past relationships in future 
conditions, or at least quantitatively precise recognizability of 
such changes as may occur to them. Second, such prediction could 
be nothing but conditional upon the actual realization of certain 
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anticipated values of the external forces. Since the internal 
forces are little less important than the external factors in a 
country like the United States, this would still permit prevision 
within certain limits. There are, however, other reasons for 
thinking that such prevision is neither very desirable nor even 
quite conceivable. With the present organization of society, 
according as prevision would initially have a limited success, 
speculation would rush in to anticipate the predicted movements, 
thus defeating the premises on which the prediction was based 
and possibly aggravating the fluctuations. It would, therefore, 
seem better to develop the first extrapolation and reap its fruits 
before the second might become a dangerous possibility. 

Fulfilment at least of the scientific conditions thereto seems not 
altogether excluded. Favorable to such a development is the 
circumstance that conclusions about the effect of certain policies 
on the stability of the economic system are less sensitive to an 
exact fulfilment of all of the premises. This brings us to the 
second case, more realistic at the present, in which a basis both 
solid and sufficient for quantitative precision in the conclusions 
could not be established in the explanation of one or more vari- 
ables. About such is the situation in Tinbergen’s study of the 
United States economy (even if we suppose complete acceptance 
of its premises). A major uncertainty is that concerning the rela- 
tive influences of retail prices and incomes on consumption ex- 
penditure. Uncertainties may be present also in some other equa- 
tions, but their extent, and particularly their relevance to the 
various conclusions, is not easily recognized since no margins of 
error have been calculated. 

In such cases there is not one single causal reconstruction of 
the fluctuations of the period but a set of possible explanations 
covering a wider range of alternatives according as the gaps 
between the solid and the sufficient bases are wider. The im- 
portant mathematical problem, then, is to detect and analyze 
the common characteristics of all possible explanations and to 
discover whether certain types of policy may have favorable 
effects on the stability of the economic system, whichever of the 
explanations might correspond best to reality. There are indica- 
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tions justifying the hope that valuable answers may still be found 
to such questions. 

It remains to be seen how far the general working hypothesis 
introduced at the beginning of this article is confirmed by the 
data. This certainly is the case with the assumed dominance of 
causal connections in explaining the movements of the variables. 
Correlations as high as are obtained throughout would be ex- 
tremely improbable if pure chance were the major determinant 
of the movements of each variable individually.’ 

Only the experience to be gained from wide application of 
the methods can give evidence on the other two general assump- 
tions made. As has been said already, unidentified external forces 
will, if important, manifest themselves in most cases by poor fits 
incurable by authorized means. Failure to grasp the essential 
dynamic features of the economy from the study of aggregates 
or averages of measurable phenomena, as affected by any ex- 
ternal factors and by measurable internal factors, might also 
appear in the end, according as fresh data would cross the regu- 
larities the investigator believed to have read from past experi- 
ence. The setbacks of this nature experienced so far have through- 


out found explanations within the framework of the concepts and 
methods here described. 


27 “Pure chance,” of course, may govern one or more external factors and thus 
ointly affect the connected movements of several variables. 
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III. INDUSTRIAL ORGANIZATION OUTSIDE THE ANCIENT TOWNS 


UCH building was done in the country. In France under 
M Francis I (1515-47) the king himself was the greatest 
builder. The celebrated chateaux constructed along the 
Loire, in Berry, and in Normandy, at a tremendous cost in labor, 
craftsmanship, and art, were placed to dominate bourgs and vil- 
lages more frequently than ancient towns. During the later Mid- 
dle Ages industry was spilling over beyond the municipal walls, 
along the paths and roads leading away from them. It was also 
carried in some regions far into the country, even into forests and 
mountains. Industrial centers grew up upon the nuclei of villages, 
whose inhabitants had hitherto devoted themselves almost entire- 
ly to arable or pasture farming. This movement of industry away 
from the ancient independent or semi-independent towns became 
especially strong with the rapid growth of industrial output on the 
eve of the Reformation. It was most pronounced in those parts of 
the Low Countries that formed modern Belgium, in the west of 
England, and in the rich mining regions of the Erz Gebirge, the 
Sudetic Mountains, the Eastern Alps, and the Carpathians. In 
these parts of Europe at the time of the Reformation the indus- 
trial laborers and craftsmen in recently formed settlements were 
perhaps almost as numerous as in those ancient towns whose 
charters had been granted during the Gothic age. 

Clothmaking of various kinds was probably the most important 
industry, in point of the numbers employed, outside the ancient 
towns as well as in them. The opportunities seized upon by mer- 
chants and their factors and by the richest craftsmen to engage 
cheaply the wives and daughters of farmers and shepherds, at 

* The first part of this article appeared in the February issue of this Journal. 
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labor with the distaff or the spinning wheel in their cottages and 
hovels, had carried spinning into scores of rural villages in the 
immediate neighborhood of the textile towns. Other branches of 
clothmaking had followed spinning to certain favorably placed 
villages many miles away—particularly in Flanders, Brabant, the 
principality of Liége, and the west of England. Numerous villages 
at the foot of the Cotswolds and the Mendips and along the val- 
leys of the Somerset Avon and its tributaries had their organized 
groups of weavers, dyers, and tuckers. The fullers made ample use 
of the water power from the hills to drive their mills.’ 

In the country the owners of raw materials and of cloth in 
various stages of manufacture were not hampered, as much as in 
the old textile towns, by ancient industrial regulations which in- 
terfered with the introduction of new methods of manufacturing 
and with the growth in output.’ As a result, weavers as well as 
fullers, dyers, and finishers had been encouraged to move into the 
areas surrounding old villages, where they were generally able to 
get small plots of land on some sort of tenure from the local land- 
lords. These new textile settlements were strung out in every di- 
rection, “like the rays of a star” at night, from the central square 
with its church and steeple, along pathways lined with little cot- 
tages and workshops and occasional warehouses. Some of the 
largest, like Hondschoote a few miles from Dunkirk on the Eng- 
lish Channel, already had six or seven thousand inhabitants. Al- 
most all the workers were employed in clothmaking. In the thir- 
teenth century Hondschoote had been a village of a few hundred 
manorial tenants, who had earned their living by farming. It had 
at least tripled in population between 1469 and 1540, as a result 
of the progress of its serge draperies.‘ 


* E. M. Carus-Wilson, ‘“The Overseas Trade of Bristol,” in E. Power and M. 
Postan, Studies in English Trade in the Fifteenth Century (London, 1933), p. 188. 

* Cf. Henri Pirenne, Histoire de Belgique (3d ed.; Brussels, 1923), III, 233 ff. 

3 Ibid., pp. 236-37. 

4 The population increased from about twenty-five hundred in 1469 to at least 
twelve thousand at the height of its development a hundred years later (E. Coor- 
naert, La Draperie-sayetterie d’Hondschoote [Paris, 1930], pp. 15, 30-31). The 
population in the thirties of the sixteenth century is uncestain; but, if the statistics 
of the production of cloth can serve as a rough guide (ibid., pp. 16-17, 493), it was 
probably more than three times as large as at the time of the great fire of 1469. 
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The forms of industrial organization in these populous cloth- 
making settlements did not differ fundamentally from those 
among the textile craftsmen in the old towns. In both most of the 
labor was done in homes, where men and women lived and died 
and brought up their children. The established municipal govern- 
ments of the old towns attempted, usually without much success, 
to extend their industrial regulations to cover work in the rising 
clothmaking villages of the neighborhood. The absence of such 
regulations and of formal gilds in the growing settlements facili- 
tated the concentration of capital. There was less effective op- 
position than in the ancient manufacturing centers to the mul- 
tiplication of looms under a single roof or to the carrying-on of 
several clothmaking operations within one house. The opportuni- 
ties for building efficient fulling mills and commodious shops for 
dyeing, stretching, and pressing cloth were enhanced in rural 
areas, for there was much more space than in the old, compact 
towns, where the houses were crowded within medieval walls that 
had served their turn. It was easier to enlarge the warehouses of 
the merchants and thus provide room for dyers, finishers, and 
sometimes for weavers, as well as to provide land for hanging out 
cloth to dry. The industry had no longer to conform, as in ancient 
towns, to a framework inherited from an age before clothmaking 
had been the main business of municipal life. To a considerable 
extent, the disposition of houses in the rising textile settlements 
could be made to conform to the needs of the industry. 

The greater freedom of enterprise and of movement did not 
lead to the establishment of factories with machinery, such as 
were being built sometimes in metallurgy and in the manufacture 
of salt from the brine of natural springs. In the Low Countries the 
nearest approach to a large unit, employing scores of craftsmen 
under a unified discipline, occurred in one of the most artistic 
branches of the textile trades—the making of tapestries. Where 
enough land could be had, the workmen’s cottages were sometimes 
built in groups of from thirty to sixty. All were placed under the 
supervision of a director, skilled in an art for which Flanders had 
become famous.’ The director represented the owners of the ma- 


5 Pirenne, op. cit., III, 249-50. 
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terials, and, like the craftsmen, he was paid by them. This was a 
system that the French crown was destined to foster in clothmak- 
ing during the seventeenth century. Under Louis XIV such enter- 
prises were almost always under the control of the government. 

In other branches of the textile industry than tapestry-making 
the principal developments which accompanied the movement in- 
to the country were an increase in the proportion of the manual 
workers who labored for wages and a decrease in the proportion 
who were masters. These developments apparently took two 
main forms. They are exemplified by conditions in southwestern 
England and in Flanders. 

In southwestern England, particularly in the Cotswolds to the 
east and north of Bristol, the number of workpeople in clothmak- 
ing to whom materials were put out by a single merchant-clothier 
or partnership of clothiers was often larger than in the ancient 
textile centers, even in the Italian cities. The very rapid growth in 
the demand for cloth that followed the accession of Henry VII in 
1485 was, above all, a growth in the demand for unfinished cloth 
to be carried to the Continent, and particularly to the Low Coun- 
tries, to be dyed and dressed. Thus the new demand was part of 
the industrial expansion which England had hardly begun to share. 
It led to a great increase in the number of English spinners, 
carders, combers, and weavers. It did not lead to any marked in- 
crease in the number of English dyers, stretchers, and pressers. 
It was those branches of the manufacture in which the working 
equipment was light and cheap that needed hands. Distaffs or 
spinning wheels and looms, cards or combs with little stoves for 
warming them to make them ready for use, could be bought or 
rented even by families in very modest circumstances. Most of 
the equipment could be easily installed in the tiniest village cot- 
tage. The opportunities afforded the rising merchant-clothiers, 
with their bags of money, for profitable investment in workshops 
and equipment were small compared with the opportunities for 
profitable investment in the fine raw wool for which the Cotswold 
sheep were so justly famous. Local clothiers bought up wool in 
vast quantities, either directly or through middlemen, and put it 
out to be spun, scoured, carded, or combed. The same clothiers 
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put out the yarn to be woven by domestic workpeople living in 
villages scattered through the hills or bunched in settlements like 
Burford, Fairford, Stow-on-the-Wold, Northleach, and Stroud. 
These places were expanding into the picturesque towns, grouped 
about a central spacious High Street, so familiar to recent Ameri- 
can tourists, who have regarded them as remnants of a bygone 
world. 

Many hundreds of workers were sometimes employed by a 
single rich clothier or by a partnership of clothiers. These clothiers 
were always putting out their materials, either directly or through 
their agents and factors, to new craftsmen. At the same time 
many craftsmen who had worked for them at one time or another 
were treating with other employers. A large proportion of the tex- 
tile laborers in southwestern England got their material now from 
one clothier or firm of clothiers, now from another. They worked 
it up for so much a piece, at wages regulated by the clothiers and 
the local justices of the peace, who were frequently the same 
persons. 

To the villagers and townspeople, some of these English cloth- 
iers seemed very rich. They had enough money to build handsome 
houses and churches and to order beautiful painted-glass win- 
dows. Their fortunes were small, nevertheless, compared to those 
of the Fuggers, the Medicis, or the other leading financial families 
on the Continent. Unlike these Continental financiers, the Eng- 
lish clothiers put most of their financial eggs into a single basket— 
the only very lucrative one which English industrial life provided 
on the eve of the Reformation. That enabled some of them to 
operate on an even larger scale in clothmaking than the largest 
textile firms of Augsburg or Florence. Wagework under the put- 
ting-out system by fellows who did not aspire to be masters was 
becoming much more common than in the ancient textile towns. 

The other line of development leading to an increase of wage- 
work was taking place especially in the new textile settlements in 
Flanders, and also, on a smaller scale, in Yorkshire.’ The key po- 
sitions in the manufacture of cloth were occupied by drapers or 


*H. Heaton, The Yorkshire Woollen and Worsted Industries (Oxford, 1920), 
PP. 91-92; E. Lipson, The Economic History of England (London, 1931), II, 14, 69-71. 
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clothiers. Unlike the clothiers of southwestern England or the 
merchants of the Italian towns, they were often master workmen 
with shops in their homes. They were more numerous and gen- 
erally less rich than the Cotswold clothiers. They had under their 
control a smaller number of workpeople. They depended for most 
of their raw materials, for their markets, and often for credit upon 
financiers, some of whom came or sent their representatives from 
the south of Europe to establish themselves at Antwerp, which 
was becoming a great financial clearing house for the whole of 
Europe. In workshops of their own, the drapers in the rising in- 
dustrial settlements commonly employed for wages several work- 
ers, often as many as six and sometimes as many as a dozen. 
These workers were usually either weavers, dyers, or fullers. Oc- 
casionally several clothmaking operations were carried on to- 
gether in the draper’s shop. Some of the workmen lived in his 
house; others lived in humble quarters near by and came in for the 
day. Still other craftsmen worked up materials in their own cot- 
tages or rooms for the drapers who paid them wages, generally by 
the piece. These domestic workmen formed the majority. The 
number on the pay roll of a single enterprise was generally smaller 
in the Flemish textile settlements than in the great Italian cities, 
but there were fewer independent master craftsmen. About three- 
fourths of all the manual workers in the textile industry of the ris- 
ing town of Hondschoote were wage-earners, and only about a 
fourth were masters.’ 

Wagework for private employers, carried on, for the most part, 
in the homes of the workmen, was becoming the rule in the grow- 
ing country settlements which specialized in the manufacture of 
all kinds of woolen cloth, though such a high proportion of wage- 
workers to masters as existed at Hondschoote was probably excep- 
tional even in the Low Countries. Similar forms of enterprise were 
beginning to appear in a few villages, which were becoming new 
centers of the expanding metallurgical finishing trades. In rural 
industries other than clothmaking and metallurgical finishing the 

7 Coornaert, op. cit., pp. 354, 397. Coornaert found the proportion of wage- 
workers to masters even larger, but he is speaking presumably of conditions a 


generation later than the period I am treating here, when the serge-cloth manufac- 
ture at Hondschoote reached its zenith. 
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forms of enterprise were generally different. In most of them there 
was much variety in the matter of industrial organization. They 
may be divided, nevertheless, into two groups. There was, first of 
all, the group in which tiny ventures were almost universal. There 
was, second, the group in which the tendency toward a consider- 
able concentration of capital and labor was beginning to be pro- 
nounced. The first of these groups of industries was much less 
important than the second. It included crude glassmaking and 
papermaking. The second group included the three rural indus- 
tries which, after textiles, employed the largest number of hands 
—the saltmaking, the mining, and the metallurgical industries. 

Ever since the end of the thirteenth century the making of what 
the French called verre de fougére—small bottles and crude glass 
vessels—had been spreading into the woodlands all over the Con- 
tinent.* Papermaking, brought by the Arabs to Spain, whence it 
spread to other countries, made even more rapid progress along 
the streams than crude glassmaking did in the forests. The in- 
troduction of printing greatly stimulated the demand for paper 
during the late fifteenth and early sixteenth centuries. 

Unlike clothmaking, glassmaking seldom created considerable 
industrial settlements at the time of the Reformation. Rural 
glassmaking, at least in France, was a scattered craft, practiced at 
dozens of places in most provinces. The huts, with their little 
furnaces, were hastily built. They were generally set up where the 
trees and shrubberies were thick enough to provide abundant fuel. 
They seldom employed more than a handful of craftsmen. When 
the local supplies of wood began to give out, the glassmakers 
moved on to another site, as many ironmakers had done until the 
fifteenth century and as some of them, in districts where the in- 
dustry was backward, continued to do at the beginning of the 
sixteenth. It is sometimes possible to follow the movements of the 
glassmakers, in regions like Provence or Languedoc, by the large 
number of tiny villages and hamlets that have retained the name 

* E.g., Saint-Quirin, “Les Verriers du Languedoc,” in Bulletin de la société lang- 
uedocienne de géographie, XX1X (1906), 56-57, and cf. also pp. 149-52; also XXVIII 
(1905), 340; and cf. A. Milet, Histoire d’un four a verre de l’ancienne Normandie 


(Paris, 1871), pp. 8-9. Time has not permitted me to investigate the glassmaking 
industry in Bohemia and Lorraine, where it was more important than in France. 
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of La Verrerie. On some of the winding mountain roads of the 
Massif des Maures, motorized troops could flit by half a dozen of 
these places in an hour. The master craftsmen, who were known 
in France as gentilshommes verriers, performed manual labor in the 
huts and supervised the work of a few assistants, in much the 
same manner as the master weavers, pewterers, or coopers in the 
towns. These gentlemen glassmakers had obtained from the 
French crown special privileges, which enabled them to claim a 
higher social status than the ordinary town craftsmen. Glassmak- 
ing was almost the only medieval industry that a Frenchman of 
noble family could enter without losing his rank.’, 

In papermaking the ordinary procedure was to set up tiny mills 
resembling the mills for grinding grain or fulling cloth. At a num- 
ber of places old flour mills along the streams were remodeled to 
serve a new purpose."® Like the fulling and the tanning mills, the 
paper mills could generally be tended by two or three workmen. 
Unlike the small furnaces for making cheap glass, they were fre- 
quently built in the neighborhood of towns and in some cases 
along the banks of the rivers where they actually flowed through 
the towns. 


At the time of the Reformation most paper mills in France, 
Italy, and Germany were apparently owned, not by master crafts- 
men, but by landlords. Sometimes the land belonged to an ec- 
clesiastical foundation—an abbey or a priory; sometimes the 
landlord was a merchant in a near-by town; sometimes he was a 
descendant of the ancient nobility or the country gentry. The 
landlords leased out their mills for short periods on various terms, 


9 The privileges granted to a group of local lords—lay and ecclesiastical—in 
connection with the making of iron in the neighborhood of Alencon were hardly 
comparable, for these lords do not appear to have taken part in the manual labor 
of mining or smelting (H. de Formeville, Les Barons fossiers et ies férons de Normandie 
[Caen, 1852], pp. 1-7 ef passim). French noblemen were also granted permission, as 
early as the beginning of the seventeenth century at any rate, to participate in new 
mining companies (Archives nationales, X'48644, fols. 390-95). But these conces- 
sionaires, like the barons fossiers of Normandy, took no part in manual labor. 

*° Henri Stein, ‘La Papeterie d’Essonnes,”’ in Annales de la société historique et 
archéologique du Gatinais, XII (1894), 338, 349 N., 356; Jules Gauthier, “L’Industrie 
du papier dans les hautes vallées franc-comptoise,”” Mémoirs de la société d’émulation 
de Montbéliard, XXVI (1897), 20. 
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which included, on occasions, the right to a share in the profits 
from the sale of the paper. At Troyes, Corbeil, and Essonnes—the 
leading papermaking centers in the north of France—the master 
papermakers had ceased for the most part to work at the mills.” 
Some of them had become traders of substance, who disposed of 
the production of a number of mills. But in many other places in 
France most master papermakers were craftsmen who took part 
in manual labor. 

In Lombardy and in southern Germany a few mills more power- 
ful than any in France had been built. The overshot wheels to 
drive the machinery, with dams constructed to hold the water fed 
to them, resembled those of the great new iron-smelting furnaces, 
where the noise disturbed the villagers and where the waste prod- 
ucts polluted the streams. The machinery at the iron mills prob- 
ably often served as a model for that at such paper mills. With 
houses and barns for storing and preparing the materials, the larg- 
est works occupied an acre or more ground and employed a score 
or more workers. They may be properly regarded as antecedents 
of the modern factory. But they were the great exception in pa- 


permaking, even in central Europe. The number of wageworkers 
employed in them could not have exceeded a few hundreds at the 
most. Possibly the number did not exceed a few score. 


IV. THE GROWTH OF ECONOMIC DESPOTISM IN COUNTRY INDUSTRY 


The movement of industry away from the ancient towns at the 
end of the Middle Ages has been sometimes represented as a suc- 
cessful effort on the part of private persons—traders, money- 
lenders, and progressive craftsmen—to escape from the increas- 
ingly thorough regulations of the gilds and municipal govern- 
ments. That explanation fits the woolen textile industry in Eng- 
land and the Low Countries. The prominence given the explana- 
tion arises, in fact, from the habit economic historians have had of 
generalizing from conditions in clothmaking. As a generalization 
concerning the growth of other country industries in the age of the 
Renaissance, this explanation leaves much to be desired. It is not 
only inadequate; it is misleading. 

™ Stein, op. cit., p. 347- 
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~ Saltmaking and mining (and metallurgy in so far as it was as- 
sociated with mining) grew up, obviously enough, outside the old 
towns because, for the most part, Nature had distributed the nat- 
ural resources—the salt water, the brine springs, and the ores and 
minerals—about the country, along the coasts, in the forests, the 
hills, and the mountain valleys. Students of economic history 
have not failed to observe that the dispersion of the sources of raw 
materials was an important factor drawing industry away from its 
old centers at the end of the Middle Ages. What they have seldom 
recognized is that the progress of country industry was only partly 
a movement in the direction of economic freedom. In saltmaking 
and mining it became a movement in the direction of economic 
despotism. Kings and princes, lay and ecclesiastical, were gener- 
ally less inclined to meet the wishes of private capitalists than 
were the municipal governments. To some extent, such autonomy 
as the medieval towns had possessed from the local political rulers 
had served to protect the economic privileges of traders and money- 
lenders, because the municipal governments, unlike the govern- 
ments of most sovereign states, represented to a considerable, and 
often to a predominant, extent the local mercantile interests. 
When the power over economic life was acquired by sovereign 
rulers, they used it mainly to serve their own political purposes. 
Saltmaking and mining had not the same protection from the 
authority of kings and sovereign princes as had the industries 
carried on within the ancient municipal walls. With the progress 
of the mining and saltmaking industries during the twelfth and 
thirteenth centuries, the emperor, the king of England, and 
many local rulers, lay and ecclesiastical, had put in claims, at 
the expense of landlords and their tenants, to property in the 
riches of the subsoil. By the time of the Reformation, sovereign 
rulers on the Continent had obtained the power to dispose of 
much of the mineral wealth within their dominions, even when it 
was found under private lands. Their regalian rights helped them 
to exercise an even greater authority over industrial enterprises 
than most municipal governments. They did not always confine 
themselves to enacting and enforcing industrial regulations; in 
some cases they took an industrial plant into their own hands and 
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operated it as a state enterprise. The power of the Renaissance 
princes over industry was not only less easily bent to suit mercan- 
tile interests than the power of town mayors and boards of alder- 
men; it was more comprehensive. The growth of country industries 
in Continental Europe on the eve of the Reformation has been im- 
perfectly understood, because its relation to the growth of eco- 
nomic authoritarianism has not been sufficiently emphasized. In 
the early sixteenth century the regulation of industry by political 
rulers in most European countries was becoming more compre- 
hensive than it had ever been in medieval times. 


A. THE MANUFACTURE OF SALT 


In France, Italy, and Spain the production of salt was accom- 
plished mainly by the evaporation of sea water in the bright sum- 
mer sun along the coasts of the Mediterranean and the Bay of 
Biscay. In the Alps and north of them it was accomplished main- 
ly by heating the brine from springs, found in abundance in 
Franche-Comté, Lorraine, Germany, and central Europe general- 
ly. In both these branches of the manufacture there were large 
ventures employing scores and sometimes hundreds of work- 
people. But the evaporation of sea water in shallow rectangular 
troughs hollowed out of the earth was a country occupation. It 
was carried on in the late summers and early autumns by peas- 
ants, nearly all of whom also cultivated plots of land near by. 
Their labor as salters required little capital and no machinery 
Their relation to the owners of the marshes was like the relation of 
a tenant to the lord of his manor, rather than like the relation of 
an industrial wage hand to the owners of a factory.” 

Saltmaking at the chief brine springs and at the famous old 
rock-salt mines at Hall in the Tyrol and at Wieliczka in Poland, 
had become a much more industrial occupation than saltmaking 
along the sunny seacoasts. The evaporation of a thick salt solu- 
tion in metal receptacles over fires of wood was one of the oldest 
manufactures of central Europe. There are reliable records of it at 
some fifty separate places in the Holy Roman Empire before the 


Archives départementales de la Loire Inférieure, B. 682 (1415); B. 6, fol. 131 
(1468). 
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end of the twelfth century."* At each place the brine was carried 
from the springs to a number of small wooden boiling-houses, 
where it was heated in little pans, often no larger than a washer- 
woman’s tub. Almost everywhere, for many generations, the 
work at each of the houses had been in the hands of local peasants 
who labored in tiny units of four or five at the most. These peas- 
ants worked for their landlords as serfs and, with the improve- 
ment of the status of the peasantry, as free men. 

During the thirteenth and fourteenth centuries, if not earlier, 
many of these saltmaking units lost some of their independence. 
A movement gained ground to bring those which drew their brine 
from the same group of springs under a single control. On the 
initiative often of the local traders in salt, a kind of cartel was 
established. It undertook to provide the iron and other metal, the 
wood for fuel, and sometimes also a portion of the capital needed 
to instal larger pans. It allotted quotas of production to the units 
and sold the bulk of the salt manufactured. Usually the owners of 
each boiling-house entered into a contract with the cartel or com- 
pany for the delivery of a stipulated quantity of the product. At 
the same time they entered into a contract with the working 
salters for the production of salt at the pans. Sometimes the 
salters were paid in money; much more often they retained, in- 
stead, a portion of the salt they had made and disposed of it 
locally. The demand was generally considerable, especially for the 
cattle and other livestock pastured in the neighborhood. Salt was 
used to preserve and season their fodder. It was also used as fer- 
tilizer. 

Another movement, destined to interfere with the independent 
control of local landlords and peasant salters over saltmaking, 
accompanied the growth of mercantile interests. Sovereign 
princes—lay and ecclesiastical—at least as far back as the twelfth 
and thirteenth centuries, had begun to claim regalian rights to 
brine springs and rock-salt deposits in their dominions, even when 
these resources were in the lands of local lords of the soil. As in 

3 K. T. von Inama-Sternegg, “Zur Verf: igsgeschichte der deutschen Salinen 


im Mittelalter,” Sitsungsberichte der kaiserlichen Akademie der Wissenschaft, 
CXI (1886), 573. 
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mining, these regalian rights were many sided and elastic. Ulti- 
mately they might give the prince the power to dispose of the salt 
resources within his dominions as he saw fit and to regulate pro- 
duction through his own officials, as well as to levy a tax on salt. 

At the time of the Reformation the two movements—to unite 
the little independent enterprises in each district and to extend 
the power of the political rulers over the saltmaking industry 
within their dominions—were growing in strength. The revival of 
Roman law provided sovereigns with a precedent for taxing salt 
and even for declaring its sale a state monopoly, as the Roman 
Republic had apparently done even before the Punic Wars." 
Princes of the Renaissance needed more income, both to maintain 
their military power in an age of new and more deadly weapons, 
and to extend their administrative authority with the help of 
efficient civil servants. Its great bulk made salt the easiest of all 
necessary commodities to tax. French experience was to show 
that no other commodity could be made to yield so large a reve- 
nue. By successfully claiming the disposal of the sources of salt as 
a sovereign right, kings and princes placed themselves in a posi- 
tion to appoint officials of their own to supervise the management 
of the companies which apportioned output among the pans. 
Some rulers were beginning to make the sale of salt a state enter- 
prise, as it seems to have been to a large extent in the Roman 
Empire.’* They could then add a heavy tax to the selling price 
and force their subjects to buy large quantities of the commodity 
whether they needed it or not—an abuse destined to become espe- 
cially flagrant in the French kingdom. 

The success of these plans depended partly upon the elimina- 
tion of alternative sources of supply. It was difficult for the 
prince’s officials to force shepherds to take salt at an inflated price 
when they could buy it more cheaply from private saltmakers or 
traders. So the movement toward the concentration of produc- 
tion in large establishments and the movement toward public 
ownership went hand in hand. The one complemented the other. 


™ Cf. Alfred Schmidt, Das Salz (Leipzig, 1874), pp. 55-56. 

*S The meager knowledge we have of the extraction of salt in the Roman Empire 
is insufficient to permit of a general characterization (M. Rostovtzeff, The Social and 
Economic History of the Roman Empire (Oxford, 1926], p. 294). 
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West of the Rhine, in Franche-Comté and Lorraine, both 
movements were on the verge of completion by the third and 
fourth decades of the sixteenth century. At this time the cele- 
brated saltwork called Ja grande saunerie, in the upper part of the 
town of Salins in Franche-Comté, was among the largest and 
most sumptuously appointed industrial enterprises in Europe. 
With its towers and arcades and Doric columns, it was an impos- 
ing sight for the traveler as well as for the local citizens, many of 
whom had watched parts of it being built, and for the local peas- 
ants who drove carts loaded with logs and kindling down winding 
paths from the thick forests of the neighborhood to feed the great 
fires lit within its walls. The works at Salins had an old history 
running back at least to the beginning of the eleventh century.” 
On the eve of the Reformation they had been modernized and 
greatly extended to compete with the other less important salt- 
works of Franche-Comté for the rapidly expanding salt market. 
Smiths had installed large pans made of scores of pieces of iron 
riveted together to form a round vessel, as large as a good-sized, 
flat-bottomed boat some twenty-five feet across."7 Nearly two 
feet deep, each pan held a swimming pool of brine. Each pan was 
built upon a big stone furnace. The flames kept the roof of this 
furnace hot until the pool had been evaporated often enough to 
form a massive cargo of salt. 

At the grande saunerie there were at least eight such pans, each 
forming part of a covered boiling-house. Subterranean canals had 
been artfully constructed to help separate the brine from the fresh 
water at the springs and to bring the brine to two wells. At one of 
these wells it was drawn to the surface in buckets attached to an 
endless chain, set in motion by a newly installed horse-driven 
engine, similar to some of the engines which drained the deep 
mines in central Europe. Afterward the brine was distributed 
through a series of wooden troughs to the boiling-houses. It was 


*6 Max Prinet, L’Industrie du sel en Franche-Comté avant la conquéte francaise 
(Besancon, 1900), p. 52. 

'? At Dieuze, in Lorraine, the pans were square or rectangular and apparently 
even larger than at Salins (Bernard Palissy, @uvres, ed. B. Fillon [Niort, 1883}, II, 
145). 
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made to trickle into the pans through lead pipes as the occasion 
demanded. The yield of salt was largest when the pans were new 
or freshly repaired. Four forges were in continual operation to 
provide the metal parts for the pans, the engines, and the pipes. 
With the numerous chambers where the workpeople and their 
families were lodged and with the ample buildings for the fore- 
men, the accountants, and the chief administrative officers, the 
grande saunerie formed a little self-contained village in itself. 
Fountains played in the squares. In the center was a magnificent 
edifice, with a fine court and chapel—a good example of Renais- 
sance architecture. It served for worship, it housed some of the 
workers, and it provided a meeting place for the directors of the 
enterprise. A sort of citadel, with night watchmen to keep ma- 
rauders from pilfering salt or firewood, the grande saunerie occu- 
pied at Salins an irregular strip of land running nearly three 
hundred yards along the fast-moving stream, appropriately 
named the Furieuse. At its widest point the inclosure reached a 
hundred yards back from the bank."* To Gollut, the sixteenth- 
century historian of Franche-Comté, these saltworks were one of 
the architectural wonders of the country."® 

Like the arsenal at Venice and the great saltworks at Dieuze in 
Lorraine,” the establishment at Salins was owned and operated 
by the government. Most of the small pans in the upper town had 
been united to form a single enterprise in the late thirteenth cen- 
tury. During the fifteenth century the dukes of Burgundy, who 
governed Franche-Comté, had increased their shares in the com- 
pany.” In 1477 the county passed to the Hapsburgs through the 
marriage of Maximilian I to Mary of Burgundy, the daughter and 
heiress of Charles the Bold. By that time the grande saunerie al- 

8 Prinet, op. cit., pp. 80, 156-58, 168-70. 

9 L. Gollut, Les Mémoires historiques de la République Séquanoise (Arbois, 1846) 
Book II, chaps. xxvi and xxvii. While these memoirs were written in 1592, the de- 
scription of the grande saunerie contained in them is applicable to conditions two 
generations earlier, at the time of the Reformation, because the structure of the salt- 
works hardly changed between the beginning of the sixteenth century and the begin- 
ning of the nineteenth (Prinet, op. cét., p. 158). 

° Cf. Koch, “‘Geschichtliche Entwickelung des Bergbaues und Salinenbetriebes 
in Elsass-Lothringen,” Zeitschrift fiir Bergrecht (1874), pp. 162-63. 

* Prinet, op. cit., pp. 81, 89, 113. 
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ready belonged to the political ruler. When the child of this mar- 
riage, the Archduchess Margaret, was made sovereign governess 
of Franche-Comté in 1507, her administration appointed the of- 
ficials for the grande saunerie—the pardessus, the lieutenant du 
pardessus, and their subordinates. These officials managed the 
works as a unit.” 

The rulers of Franche-Comté were trying to bring the salt pans 
of the lower town under the same administration as the grande 
saunerie, and to concentrate salt production, formerly scattered 
about the country, at Salins. While neither of these projects were 
consummated until after the Reformation, the dukes of Burgundy 
and their Hapsburg successors had made much progress with 
both,” just as had the dukes of Lorraine, who were pursuing the 
same policy of monopoly in the duchy in favor of their pans at 
Dieuze.*4 

At several places in Germany—such as Hall on the Inn just 
below Innsbruck, Reichenhall near Berchtesgaden, Halle in the 
Duchy of Magdeburg, and Liineburg southeast of Hamburg—the 
output of salt rivaled that at Salins.** But nowhere east of the 
Rhine was the manufacture concentrated until after the Reforma- 


tion in so large a public enterprise with as big pans and as power- 
ful machinery.” In many places the ownership of the little pans 
was still divided among many independent producers. Few im- 
portant changes in the technique of the manufacture were intro- 
duced at any German saltworks before the third decade of the 
sixteenth century. In some places, for example at Halle, the wide- 


22 Cf. Prinet, op. cit., pp. 128-39; Inventaire sommaire des archives départementales 
du Nord, B., I, Part II, 20. 

3 Prinet, op. cit., pp. go-101, 118-20, 154-55. 

*4 Koch, op. cit., p. 162. 

*s Montaigne, Journal du voyage, I, 150-51; J. E. R. von Koch-Sternfeld, Die 
deutschen Salswerke sundchst im Mittelalier (Munich, 1836), II, 141; G. Schmoller, 
“Die wirtschaftlichen Zustinde im Herzogthum Magdeburg,” Jahrbuch fiir Gesetz- 
gebung, Verwaltung und Volkswirtschaft im Deutschen Reich, XI (1887), 840. 

26 When Montaigne visited Hall late in the sixteenth century, the pans there 
were apparently almost as large as those at Salins (Montaigne, Joc. cit.), but at 
Halle and Liineburg they were still very much smaller even in the eighteenth 
century (G. Jars, Voyages métallurgiques (Paris, 1781], III, 347-48, 351-54)- 
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spread division of ownership and management persisted until the 
eighteenth century.” 

Yet everywhere in Germany and in the regions to the east, the 
authority of political rulers over the saltmaking industry was 
growing in the age of the Renaissance. In many districts the ter- 
ritorial lords were extending their regalian rights. They not only 
claimed a share in the produce of brine springs and rock-salt de- 
posits within their dominions; they also claimed the right to dis- 
pose of the springs and the mines.* In addition, a few princes 
were successfully bringing salt production under the control of 
their fiscal administration and were even taking over the manage- 
ment of the pans. Sometimes, as in the Salzburg region, they ac- 
complished this indirectly and slowly by buying up piecemeal the 
shares of private persons in the boiling-houses and in the com- 
panies which monopolized the sale of salt. Again, when the com- 
panies were bankrupt, as at Liebenhall in Brunswick and at Allen- 
dorf in Hesse, the territorial lords bought them out altogether or 
leased their rights.” 

As in Franche-Comté and Lorraine, the establishment of enter- 
prises managed by the sovereign authority generally went hand in 
hand with the introduction of larger pans, more powerful ma- 
chinery, and other improvements. At Sooden near Allendorf, 
about 1560, lignite from the Meissner was substituted for wood 
fuel.s° Under government management, independent salters were 
encouraged, if they were not forced, to give up their small busi- 
nesses. In some cases the concentration of production in an im- 
proved plant halved the labor costs. At a time when Continental 
princes were increasing their authority over all the activities of 
their subjects, including the economic activities, government 


77 Schmoller, op. cit., p. 848. 

*8 See, e.g., Konrad Wutke, “Die Salzerschliessungsversuche in Schlesien in 
vorpreussischer Zeit,”” Zeitschrift des Vereins fiir Geschichte und Altertum Schlesiens, 
XXVIII (1894), 90. 

** Cf. Schmoller, ‘“Die geschichtliche Entwickelung der Unternehmung,” Jahr- 
buch fiir Gesetsgebung, Verwaliung und Volkswirtschaft, XV (1891), 659-60; Koch- 
Sternfeld, op. cit., II, 76. 

3° Schmoller, Jakrbuch, XI, 851. 
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management seems to have provided the principal key to in- 
creased efficiency in saltmaking.* 

It would be hasty to conclude that a general system of govern- 
ment participation in economic enterprise, such as many Conti- 
nental rulers were trying to establish at the time of the Reforma- 
tion, was bound, in the long run, to increase the output of the 
heavy industries more than the conditions of free enterprise de- 
veloped later in seventeenth-century England. It would be hasty 
to conclude that, in the long run, a system of government control 
promoted the most economical methods of production. If the re- 
lation of the subject to the sovereign and the nature of industrial 
development in the principalities of the Holy Roman Empire had 
been such as to make it possible for private capitalists successfully 
to defy the prince, as they were destined to do in England under 
the early Stuarts, they might have reduced costs in saltmaking as 
much as, or even more than, the political rulers and their officials. 
The building of Doric pillars and ornamental fountains, after all, 
could hardly be justified as a device for cheapening the costs of 
producing salt. It had not occurred to anyone that these embel- 
lishments might be used to advertise the product. In terms of 
costs of production they were sheer waste. Like the artistic crafts- 
man in the Italian towns, the prince who sponsored them had his 
mind fixed on art rather than on profits. 

As a well-known German historian has written in his study of 
saltmaking in central Europe at an earlier period, “it is more 
proper to speak of the promotion of regalian rights through the 
development of the saltworks, than of the promotion of saltmak- 
ing enterprise through the development of regalian rights.” * The 
princes of the Renaissance took advantage of an industrial expan- 
sion for which their authoritarian economic policies were hardly 
responsible. The rapid growth in the demand for salt was caused 
especially by the increasing need for it in preserving fish and meat, 
as markets grew and sea voyages became longer and more fre- 
quent. 


3 Ibid., XV, 660; cf. Koch-Sternfeld, op. cit., II, 77. 


3? Inama-Sternegg, op. cil., p. 578. 
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B. MINING AND METALLURGY 

While mining and metallurgy had always required some capital 
and had always lent themselves to enterprise on a considerable 
scale more readily than other important medieval industries ex- 
cept building, it would be a mistake to suppose that, from the be- 
ginning, the organization of the workmen resembled in miniature 
that in a modern mine or factory. In the late twelfth and early 
thirteenth centuries, when mining communities were growing rap- 
idly all over Europe, the miners generally, and the smelters and 
refiners frequently, were hardly less their own masters than the 
independent craftsmen in the towns. It was common for the 
finders of the ore and their fellows who were given adjoining meers 
or sections of the same seam to band together in associations. 
They worked their concessions as a single undertaking, much as 
the peasants in many manors in the north of Europe ploughed and 
sowed their holdings in common. Thus companies of working 
miners were formed with a number of parts, in some cases as many 
as thirty-two. These parts could be passed on from father to son. 
They could be sold or exchanged. In some cases they could be 
leased. 

Working partnerships of this kind were not unknown in the 
preparation, smelting, separating, and refining of ores and metals; 
but they were rare. Occasionally forges and hammers were 
provided by the miners themselves. Sometimes, especially in 
the production of silver, the metallurgical plants belonged to the 
princes who coined money and granted mining concessions. In 
fourteenth-century Germany forges for separating silver from lead 
ore and for making silver, lead, and copper were frequently farmed 
out to working masters under short-term leases of a year or so. In 
the production of iron the establishments were often owned by 
the local lords of the soil. The iron forges themselves, or the 
sites on which to build them, were leased out by these lords on 
terms similar to those which became common in the fourteenth 
century in the treatment of the more valuable ores. Frequently 
the lessees were some of the chief local tenants. Thus, in many 
cases, the early iron forges, hammers, and mills were manorial 
ventures like corn mills or wine presses. The work at them was 
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done for wages or under contracts by villagers, many of whom 
held small plots of land and were occupied in husbandry a part of 
their time. Just as it was rare in the Gothic age for more than 
four or five persons to work at a time in one pit, so it was rare in 
metallurgy for more than four or five persons to work at a single 
forge or stamping mill. 

In many parts of Europe little manorial enterprises employing 
less than a dozen local villagers remained the rule in mining and 
metallurgy even at the end of the Middle Ages. That was the case 
in the digging of iron ore and the making of iron,** except in the 
most productive of those districts where the ironmakers deserted 
the hilly uplands for the streams with their water power. There 
traders from the near-by towns were beginning to supply part of 
the capital needed for building the new furnaces, forges, and 
hammers, with their water-driven machinery.*4 In some cases the 
landlords, lay and ecclesiastical, who generally owned the iron- 
works, got so hopelessly into debt to these traders that they had 
to hand over the plant in payment. But, for the most part, the 
ironworks remained the property of lords of the soil or of their 
wealthiest tenants. When these lords or gentry did not run their 
own ironworks, they usually leased them out for a short term to 
merchants, who sometimes, as in the Schmalkalden district in 
south Hesse, formed small smelting companies with transferable 
shares. In the most advanced districts the leading ironmasters 
employed more than a score of wageworkers in digging and car- 
rying ore, preparing charcoal, and tending the furnaces. Often, as 
in Styria, the chief masters had each to keep twenty or more 
horses for hauling wains loaded with ore and charcoal down the 
mountainside to the ironworks beside the streams.*5 

Except in parts of Durham and the Low Countries, especially 
at Liége,** coal-digging remained a manorial occupation. Where 

33 For ironmaking enterprises of this kind in the Alais district in southern 
France as late as the seventies of the sixteenth century see Inventaire sommaire des 
archives départementales du Gard, E, I, 380-81, 393-04. 

34 See, e.g., Pirenne, op. cit., p. 254. 

3s Cf. L. Bittner, ““Das Berg und Hiittenwesen in Innerberg-Eisenerz,”’ Archiv fiir 
Ssterreichische Geschichte, LXXXIX, Part IT (1901), 515-16. 

36 Cf. J. U. Nef, Rise of the British Coal Industry (London, 1932), I, 13- 
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the demand for coal was small, as at Ightenhill in Lancashire, the 
local peasants dug fuel in their off-hours from husbandry for 
themselves and their neighbors. They dug it both in their own 
holdings and in the common lands of the manor, though their 
right to coal under the common lands was sometimes challenged 
by the lord.s7 Where the demand was more considerable, as in 
Nottinghamshire at Wollaton or in Lancashire at Haigh, with its 
flaming cannel coal, mining was also carried on in a small way, but 
it was usually under the authority of the manorial lord or his 
officials. Sometimes the landlords leased their mines for short 
terms, often of three years, to local persons. These persons either 
dug coal themselves or subleased their concessions to other peas- 
ants who agreed to work it for them. Such tiny ventures persisted 
late in the sixteenth century in the Alais district in southern 
France.** 

In the chief Continental centers of coal-mining—at Liége and 
to the west of Mons—partnerships of working miners were coming 
under the control of local traders who had often lent them money. 
At Liége the independent working partnership had given way al- 
most entirely before small capitalistic enterprises, owned and 
managed by such traders, who employed the miners for wages. 
Near Mons the disintegration of the working partnerships, virtu- 
ally completed at Liége, was under way. Mercantile interests were 
gaining the ascendancy over the little collieries. 

In the English stannaries some of the tin mines, like the coal 
mines at Mons, had come into the hands of private traders, who 
did no manual work. They simply held parts in the mining com- 
panies. But usually the mining of tin, like the mining of lead, 
ore was still carried on in England by working partnerships of 
from four to eight miners. Most of these partnerships retained 
their autonomy in spite of their growing dependence upon traders, 
who made advances in return for promises to deliver specified 
quantities of ore at stipulated dates. By other loans these traders 

37 Duchy of Lancaster Depositions, 19/T/3; Duchy of Lancaster Pleadings, 
25/B/1 (both in the Public Record Office in London). 


38 Inventaire sommaire des archives départementales du Gard, E, 1, 396-97, 399, 
495, 407. 
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gained control over a fairly large number of the little forges to 
which the ore was carried to be converted into tin and lead. They 
usually leased these forges to local smelters, who had enough capi- 
tal to exploit their connections in the villages and to hire a few 
wageworkers to labor for them, much as some brewers, dyers, and 
cloth-finishers in the towns leased their shops from wealthy citi- 
zens and then employed a handful of wage-earning journeymen. 

In the mining of quicksilver, copper, and all silver-bearing ores, 
in the making of silver, copper, brass, and alum, the partnerships 
of working miners and the small manorial ventures which em- 
ployed less than a dozen wageworkers had given way largely be- 
fore new forms of enterprise requiring greater resources in capital. 
With the discovery of new seams at the end of the Middle Ages, 
princes holding regalian rights granted larger concessions than 
those common in the thirteenth century. The concessions were 
generally so extensive that it was out of the question for a single 
miner to work one himself.*° They were often granted by a lease, 
generally for an indefinite, but sometimes for a specified, term of 
years. In order to exploit these large concessions several of them 
were often combined, and the necessary capital was raised by 
selling shares, not to workmen, but to local noblemen and landed 
gentry, to monasteries, town merchants, and sometimes to univer- 
sities and municipalities. 

The problems of draining the pits and of ridding the under- 
ground passages of noxious and explosive gases concerned the 
regalian lords, who had successfully claimed a revenue from all 
mines of precious metal even when they were in the holdings of 
private landlords. They found it desirable not to leave these prob- 
lems to the concessionaires but to deal with them in relation to the 
mining field as a whole. They were helped by some of the greatest 
merchant-financiers of the Renaissance, who furnished much of 
the capital needed to drive long adits. and to set up expensive 
drainage machinery. The Fuggers and the Welsers and various of 
the leading mercantile families of Augsburg, Nuremberg, Leipzig, 
and other growing towns participated in many such enterprises in 


39 Cf. E. Gothein, ‘‘Beitrige zur Geschichte des Bergbaus im Schwarzwald,” 
Zeitschrift fiir die Geschichte des Oberrheins, II (N.F., 1887), 435-436. 
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eastern and southern Germany, in Bohemia, Silesia, Hungary, and 
the Tyrol. They also put capital into mines in Spain and Sweden. 
In return for their loans to princes of the Empire, they were given 
shares in each of the mining companies whose pits were drained 
by the new adits and engines. 

The regalian lords needed further capital in order to exercise 
their rights of pre-emption, to buy up at advantageous prices the 
greatly increased output of ore and metal yielded by the mines. It 
was only the wealthiest merchants who could find the money for 
such a purpose. So, for a variety of reasons, their associations 
with mining enterprises multiplied. 

As a consequence of the growing needs for capital, the old com- 
panies of working miners, common in the late twelfth and thir- 
teenth centuries, were replaced by new companies of shareholders. 
Parts in the companies grew more numerous. By the beginning of 
the sixteenth century a division into 128 parts (Kuxen) was quite 
usual in silver and copper mining in Saxony and Bohemia. There 
were companies with as many as 256, 384, and (in at least one 
case) 640 parts.4° Members of such companies were called on to 
contribute to the expenses of the enterprise in proportion to their 
holdings. All profits were divided in the same proportion. Some- 
times the dividends were paid in the form of ore, and the ore was 
separated at the mine, or in storage houses near by, into a number 
of piles, one for each partner. Sometimes the company sold the 
ore, or smelted it and sold the metal, and the dividends were paid 
in cash. The partners left the actual direction of the enterprise 
increasingly in the hands of managers and foremen, who hired the 
hewers, barrowmen, and winders to work in the pits, paid them, 
and supervised their labor. As the number of partners and the 
partners living at some distance from the mine multiplied, it be- 
came difficult, if not impossible, for the shareholders to meet fre- 
quently to settle matters of policy. In the late fifteenth and early 
sixteenth centuries the weekly meeting gave way to the bi-weekly, 
the monthly, the quarterly, and eventually to the semiannual 
meeting. There were partners who never appeared even at these 


4° Cf. Oswald Hoppe, Der Silberbergbau zu Schneeberg bis sum Jahre 1500 (Frei- 
berg, 1908), pp. 149-56. 
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infrequent meetings. They appointed local agents to manage their 
interests for them and to represent them in dealing with the 
managers. 

During the Gothic age most sovereign princes had successfully 
claimed the right of granting mining concessions throughout their 
dominions, when precious metals were involved. These princes 
had then granted privileges to the miners—privileges frequently 
embodied in written codes. As a result of the wide cleavage be- 
tween capital and labor in mining in the age of the Renaissance, 
the miners of silver and copper ores, together with some of the 
miners of tin and lead ores, lost many of those ancient privileges. 
They were no longer permitted to order their own labor. They 
were subjected, instead, in the matter of methods and hours of 
work to a discipline which grew increasingly rigid during the early 
decades of the sixteenth century. It was the owners of parts in the 
mining companies and the experts in the new mining technique 
who fell heir to the privileges formerly possessed by the working 
miners, in so far as these privileges persisted and in so far as fresh 
privileges were granted in connection with newly developed mines. 
The exclusion of craftsmen from access to the mastership in some 
towns had brought about the organization of journeymen’s gilds. 
In a somewhat similar way, the appearance of large groups of life- 
long wage-earners in the mines led to the formation of pitmen’s 
associations, for the purpose of keeping up wages and maintaining 
decent working conditions. Such associations appeared at Frei- 
berg early in the fifteenth century and at the principal mining 
districts in the Erz Gebirge early in the sixteenth. At Joachimstal 
and Schneeberg there were times when dissatisfied miners struck 
work much as the journeymen printers of Lyons and Paris did.“ 

For all that, even in the most capitalistically organized mines 
of central Europe, the miner’s calling retained a dignity that it 
was destined to lose in more recent times. In 1556 the famous 
German scientist, Georgius Agricola, published his great treatise 

4" Jacob Strieder, Studien sur Geschichte kapitalistischer Organisationsformen 
(Munich, 1925), p. 44; Henri Hauser, Ouvriers du temps passé (sth ed.; Paris, 1927), 
chap. x. 
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on mining and metallurgy, destined to remain the standard guide 
for engineers during more than a century and a half. In it he 
wrote that “not even the common worker in the mines is vile and 
abject.’’** He knew at first hand conditions in the most populous 
and highly developed mining settlements of the Erz Gebirge. He 
had spent a large part of his life as a physician at Joachimstal, 
where the cleavage between the miners and their employers was 
perhaps as wide as anywhere in Europe. 

Still carried on, as in the thirteenth century, in the mountains 
and high valleys amid some of the most picturesque scenery in the 
world, mining retained a romance and even a certain magic that 
accompany the conquest of nature. The work of the “mountain 
men,” as the miners were called in German, also encouraged the 
kind of courage and resourcefulness that proved invaluable in the 
army and that so warlike a people held in particular esteem. With 
their experience in driving subterranean passages, German miners 
were brought from the silver-mining districts of the Eastern Alps 
in 1529 to defend Vienna. They are said to have helped the garri- 
son to outwit the Turks, who were trying to tunnel their way to 
points where they could undermine the city walls.** The calling 
of the miner, Agricola remarked, “‘excells that of the merchant 
trading for lucre.’’44 

In France, as well as in Germany, princes occasionally treated 
the miners with a consideration that they did not always accord 
the greatest merchants of the age. In 1455 and 1456 Charles VII 
had employed many miners, some from Saxony and Bohemia, to 
work silver-bearing ores in Beaujolais and Lyonnais. These men 
were sumptuously housed and lavishly nourished. They ate the 
finest wheaten bread, several kinds of meat, eggs, cheese, and 
fruit. Ample doses of white and red wine were provided to help 


# Georgius Agricola, De re metallica (1556), eds. H. C. and L. H. Hoover (London, 
1912), Pp. 24. 

“L. von Ranke, History of the Reformation in Germany, trans. Sarah Austin 
(London, 1905), pp. 582-83; M. R. von Wolfstrigl-Wolfskron, Die tiroler Erzberg- 
baue, 1301-1665 (Innsbruck, 1903), p. 393. 


“Op. cit., p. 24. 
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them wash down their delicacies. With their luxurious living, it is 
no wonder that the king soon had to bury his hopes of a profit 
from the enterprise.‘ 

The view of society which esteemed the calling of the miner so 
highly seems hardly compatible with an industry carried on in 
large, privately managed enterprises, owned by companies of rich 
absentee shareholders. In spite of the considerable number of 
parts, the ventures for silver- and copper-mining in Germany, 
Bohemia, and the Tyrol were almost never very large. The parts 
were held in the main by ecclesiastical foundations and other 
institutions, by local lords of the soil, and by private persons of 
varied social status. At Joachimstal there were on the average 
not more than four or five miners to a pit, and even the princi- 
pal companies apparently seldom, if ever, had more than fifty 
workmen on their pay rolls.‘ The capital invested in a mining 
company in the Erz Gebirge sometimes ran into tens of thou- 
sands of gulden, but, even in the most prosperous centers, a share 
in these companies was worth only about a hundred gulden on the 
average.‘7 It was not beyond the reach of men in moderate cir- 
cumstances to acquire an interest in the mines. There were almost 
always local shareholders with enough practical experience to en- 
courage the workmen at their labor and even to teach them “their 
art.’”’ Agricola told his readers that it was regarded as a sign of 
diligence for a shareholder to descend frequently into the pits.“ 
Except perhaps at the argentiferous copper mines of Neusohl in 
Hungary and at the quicksilver mines of Almadén in Spain,“ 
where the Fuggers and their partners obtained dominant inter- 
ests, there was apparently no successful attempt by private mer- 


4s Simeon Luce, “De |’exploitation des mines et de la condition des ouvriers 
mineurs en France au XV° siécle,” Revue des questions historiques, XXI (1877), 
193-94. 

4° Kaspar Sternberg, Umrisse einer Geschichte der bihmischen Bergwerke (Prague 
1836), I, Part II, 426-28; Schmoller, ‘‘Die geschichtliche Entwickelung der Unter- 
nehmung,”’ Jahrbuch, XV (1891), 975. It is not clear why Schmoller speaks of 
sixteen to thirty-two “‘hewers” on the basis of Sternberg’s figures. 

47 Hoppe, op. cit., pp. 149-56. 48 Op. cit., p. 26. 

49 Konrad Habler, Die Geschichte der Fugger’schen Handlung in Spanien (Weimar, 
1897), PP. 93-94. 
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chants to organize the mines of an entire district into a single 
industrial unit. 

In the manufacture of silver and copper from the ores a few 
large establishments were in operation. Miniature factories, fif- 
teen feet high and fifty or sixty feet square, with walls of stone or 
brick, were sometimes built for converting argentiferous lead ore 
into lead and silver. The largest had six furnaces and twelve bel- 
lows driven by water power. The dome of the cupellation furnace, 
for separating silver from lead ore, was raised by a crane to enable 
the workmen who climbed up ladders attached to the side to pour 
in the ore and the fuel. Much larger factories, known as Saiger- 
hiitten, were built in Saxony, Thuringia, the Tyrol, and Carinthia 
for separating silver from copper ore. At least one of them cost 
more than ten thousand gulden to instal. Agricola described such 
a Saigerhutte in his famous book. It consisted of four parallel 
walls, one a long modern city block in length, broken by trans- 
verse walls into a series of large rooms for storing materials and 
treating the ore and metal in different stages of their manufac- 
ture.’° At Hohenkirchen, near Georgental in Thuringia, where the 
Fuggers built a factory of this kind, scores of workmen were em- 
ployed. Nowhere else in Europe, perhaps, was there a greater 
concentration of capital and labor at a single establishment than 
in these Saigerhiitien, except at the alumworks in Italy, at the 
brine spring of Salins and Dieuze, and at a few shipbuilding yards. 
Unlike the alumworks, the saltworks, and almost all the principal 
shipyards, the chief Saigerhiitien were owned and operated by pri- 
vate capitalists without the supervision of officials representing 
the political rulers. It is possible that these factories were built at 
a distance from the mines that supplied them with ore, partly to 
escape from the regulations which had been established by the 
sovereign princes in the mining communities. 


Nothing limited the growth in the power of private capitalists 
in those communities so much as the growing authority of the 


8° Agricola, op. cit., pp. 491-545; cf. Strieder, op. cit., pp. 46-47. 

Ss Ernst Koch, “Das Hiitten- und Hammerwerk der Fugger zu Hohenkirchen 
+++, 1495-1540,” Zeitschrift des Vereins fiir thuringische Geschichte, XXVI 
(N.F., 1926), 296-306. 
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sovereign rulers of the Renaissance. During the twelfth and thir- 
teenth centuries the governing power of kings and princes had 
been unlimited within the bounds where their right to govern was 
recognized. But their authority had been restricted by the obliga- 
tion to accept the guidance of natural law as set forth by the 
church and the great doctors of theology. Their authority had 
also been circumscribed by the customary rights of feudal vassals 
and of self-governing groups like the municipalities, the gilds, and 
the communities of miners. The welfare—spiritual and material 
—of the members of these groups was a recognized objective of 
group government.” Restraints were imposed upon despotic rule 
hardly less effective than those imposed by the rights attaching to 
the individual citizen in the nineteenth century. 

Toward the end of the Middle Ages, especially in the late 
fifteenth and the early sixteenth centuries, medieval constitu- 
tionalism was breaking down. It was the age of Machiavelli—an 
age of growing despotism. In the thought of Machiavelli and some 
of his contemporaries, the sovereign was largely freed from his 
obligations to God and to the church. The objective of govern- 
ment was detached from the salvation of the subjects, to which it 
had always been related by Thomas Aquinas and his contem- 
poraries. For Machiavelli, and for a few of his predecessors as far 
back as the fourteenth century, the state was an organization of 
force for the attainment of merely earthly ends.‘ During the age 
of the Renaissance the rulers of France and Spain, together with 
scores of princes in Italy and central Europe, set about to increase 
their authority at the expense of all independent authority within 
their dominions. In the late fifteenth century, for example, the 
Frenck kings—Louis XI in particular—aimed to destroy the 
popular and democratic nature of the administration of ancient 
towns, as well as to destroy the political power of the feudal lords.* 

52 Cf. Ewart Lewis, “Organic Tendencies in Medieval Political Thought,” 
American Political Science Review, XXXII (1938), 849 ff. I do not agree with the 
rather extreme position, which Mr. Lewis seems sometimes to take, that there was 


no essential difference between the views of the Scholastics and those of the Bentham- 
ites concerning either the rights of the individual or the nature of welfare. 


583 Cf. J. W. Allen, Political Thought in the Sixteenth Century (New York, 1928), 
p. 484. 
54 Cf. Henri Sée, Louis XI et les villes (Paris, 1891). 
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When it came to mining on the Continent, kings and princes 
were generally even more successful in extending their control 
over enterprise than in the manufacture of salt. The mining com- 
munities were ceasing to be the co-operative ventures of all the 
members that had been sought after in the late twelfth and thir- 
teenth centuries. They were coming to be regimented by the ris- 
ing despotisms. The capitalists, as well as the workers, were ex- 
pected to obey the laws and orders enacted by the local sovereign 
and enforced by his officers. 

The independence of the mines and smelting works was cur- 
tailed by the enactment of many mining regulations far more 
elaborate and rigid than those of the thirteenth and fourteenth 
centuries. Saxon mining law, as embodied in a code of 1509 is- 
sued by the duke of Saxony for his newly developed mines of 
Annaberg,s became the basis for mining law throughout northern 
and eastern Germany. The Annaberg code also had an influence 
in Bohemia.* In southern Germany and the rest of central Eu- 
rope the new codes issued by sovereign princes and those issued by 
the emperors, especially the Austrian regulations of 1517, also 
curbed the initiative of private investors in the mines, forges, and 
mills, although these regulations were less comprehensive than 
those of the Saxon codes. During the first forty years of the six- 
teenth century, the issue of mining laws reached a high point in 
central Europe.s’ 

The new problems connected with the digging of long adits, 
which the princes often helped to finance, provided them with an 
opportunity to increase their supervision over all kinds of mining 
operations.s* The methods of sinking shafts, driving adits, work- 
ing the seams, and operating the forges and the mints were pre- 
scribed in much detail in the new regulations. Any scheme for 
draining or ventilating the pits, or for using fire to shatter the 
rocks that had to be pierced in sinking shafts, must be approved 

8s Hubert Ermisch, Das sachsische Bergrecht des Mittelalters (Leipzig, 1887), 
Pp. 163-209. 

56 Sternberg, of. cit., I, Part II, 219. 


57 Cf. Schmoller, “Die geschichtliche Entwickelung der Unternehmung,”’ Jahr- 
buch, XV, 979-82. 


58 Cf. ibid., pp. 972, 976. 
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by the prince’s mining officials before it could be carried out. An 
Oberberghauptmann was given general authority by the sovereign 
prince over the entire administration. At periodic intervals of 
thirteen days or so one of the chief officers, the Bergmeister, ac- 
companied by a group of technical experts, visited each mining 
enterprise to see that the regulations contained in the codes and 
in the orders issued by the central mining administration were 
enforced. The wage rates paid to the miners and the metallurgical 
workers and their hours of labor were settled by this administra- 
tion. Managers and foremen who worked for the mining com- 
panies and for the masters of forges could be appointed only with 
the approval of the prince’s officials. They could be discharged 
without the consent of their employers—the shareholders in the 
mining companies—but their employers could not discharge them 
without the approval of the prince’s officers. 

In order to insure the loyalty of these officials to the prince, the 
new regulations forbade them to hold parts in the mining com- 
panies, as their predecessors had often done in the thirteenth and 
fourteenth centuries. The number of regalian officials was con- 
tinually increasing as the work of the prince’s administration in- 
creased, until in some cases, as at Kuttenberg in Bohemia, there 
were almost as many of them as there were hewers in the mines. 
Many princes took advantage of the dissatisfaction felt by the 
mining companies and the buyers of ore with the private masters 
of the local smelting works, to engross these enterprises into their 
own hands.® They provided chapels for the miners and smelters 
and looked after the health as well as the religious instruction of 
all the workmen. Rules were passed forbidding the introduction 
of prostitutes into the mining communities. Swearing was pro- 
hibited. 

In every direction the princes and other regalian lords tightened 
their grip on the mining communities. The real directing unit 
ceased to be the individual enterprise. It became the prince’s ad- 
ministration. By the time of the Reformation many of the rulers 

59 Ibid., p. 973; cf. Agricola, op. cit., pp. 95 ff. 

6° Cf. Schmoller, “Die geschichtliche Entwickelung der Unternehmung,”’ pp. 
692-93, 1022. 
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regarded the mines as their property.* Some mines, like those at 
Mansfeld and Goslar, actually became public enterprises.” 

With the growth of the sovereign power, successful efforts were 
made by the rulers in France, and in many of the states that 
formed part of the Empire, to extend to all ores the regalian 
rights that had been often limited to precious metals. Tin, cop- 
per, and lead ores had sometimes been treated as part of the 
regale before the Renaissance. But iron ore had been generally 
left to the lords of the soil. At the time of the Reformation, iron- 
making enterprises in Styria, Austria, and the upper Harz were 
subjected by the duke of Styria, the emperor, and the duke of 
Brunswick to taxes, regulations, and inspections similar to those 
which had become the rule in the silver-mining communities. In 
1542, the king of France levied a tax on the produce of iron forges 
and furnaces in many provinces. 

At the end of the Middle Ages a point had been reached, espe- 
cially in connection with the production of silver and copper, 
where the costs could be met only by the richest merchants, 
whose power came from their skill in trade and in managing 
money and credit, or by the sovereign rulers, whose power was 
usually derived from their political inheritance. In mining and 
metallurgy, earlier than in other great industries, the European 
peoples were faced by the alternative of the rule of private capital 
or the rule of political authority. On the Continent it was gen- 
erally political authority which prevailed. While a few merchants, 
foremost among whom was Jacob Fugger, might seem for a time 
to hold the greatest sovereigns in the hollow of their financial 
hands, their power to collect interest on their loans, and even to 
exact repayment of the principal, rested ultimately on the good 
will of rulers who were seldom subject to any effective control by 
representative assemblies and some of whom were ceasing to feel 
bound even by natural law. Princes borrowed freely from the 
merchants. They did not allow the financial obligations which 
they assumed to interfere with their policies of strengthening their 

* Ibid., pp. 966, 969, 1018, 1027-28. 


62 Walter Miick, Das mansfelder Kupferschieferbergbau (Eisleben, 1910), I, 69-72; 
Clamor Neuburg, Goslars Bergbau bis 1552 (Hannover, 1892), pp. 171-72. 
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mining administrations and extending the scope of their regalian 
rights. When a rich merchant grew too powerful to suit his sov- 
ereign creditors, ways could be found to confiscate his property or 
even to get rid of him altogether. 

Charles VII was king of France when the wealth and influence 
of Jacques Coeur reached its zenith in 1451. At the end of July, a 
few days after the king had accorded his great merchant a new 
mark of his favor, he signed an order for his arrest on the flimsiest 
of pretexts. A year and a half earlier the king’s mistress, Agnés 
Sorel, had died of an illness which came on suddenly following 
childbirth. The fame of her beauty was so great that it became a 
part of French popular tradition. Yet the king consoled himself 
with others, even before the question of poison was raised in con- 
nection with Agnés Sorel’s death. Suspicion first centered on the 
dauphin. The preposterous charge of murder later directed 
against Jacques Coeur was the cause of his imprisonment. It was 
eventually dropped. In the meantime charges of various financial 
machinations were brought against him. He was the creditor of 
many courtiers and of the king himself, whom he had supplied 
with money to buy back the crown jewels that the royal lover had 
lavished on Agnés Sorel. The powerful had little interest in 
Cceur’s acquittal. In 1453 the king seized his vast properties, in- 
cluding his mines of copper, silver, and lead in Lyonnais and 
Beaujolais. These were the mines that the crown attempted to 
develop with the help of miners from central Furope. Most of 
Cceur’s other property was sold at public auction, and he was 
forced to flee the country, only to die in 1456 on the famous old 
Greek island of Chios. Wealth did not always embody a claim 
even to justice, when its possessor incurred the displeasure of his 
sovereign.®3 

In Germany, where sovereign authority was divided among a 
large number of independent princes, as well as in France, where 
it was coming to be centralized in the crown, opportunities were 
increasing for local industrial monopolies. In the case of products 
like alum and quicksilver, found in only a very few places there 


63 Cf. Pierre Clément, Jacques Coeur et Charles VII (Paris, 1866), pp. 345-49, 
et passim. 
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were opportunities even for European monopolies. The only 
monopolies that were recognized as legitimate by such public 
opinion as existed and made itself articulate were those exercised 
by the political ruler to further the general welfare. So the stage 
was set for public ownership and control, and most Continental 
rulers were able to take advantage of their opportunities. Unlike 
the Stuart kings in England a century later, the sovereigns of 
Continental Europe at the time of the Renaissance seldom 
brought the monopolistic principle into discredit by allowing rich 
merchants who were favorites at court to manage the monopolies 
in the interest of their private fortunes. The Continental rulers 
succeeded, as the Stuarts did not, in building up and maintaining 
effective bureaucracies. As long as private merchants co-operated 
with these officials in the interest of their sovereign, they might be 
tolerated, but when it came to a showdown the prince was gen- 
erally in a position to break them. In most European states at the 
end of the Middle Ages it was the political ruler and not the pri- 
vate capitalist who held the reins which guided large-scale enter- 
prise. 
V. CONCLUSION 


No single form of industrial organization was predominant in 
the civilization of the Renaissance. A great deal of rough indus- 
trial work was not done for a market. The products were not sold. 
Throughout Europe, and especially in areas economically back- 
ward, the husbandmen, who tilled and plowed and pastured ani- 
mals, still depended largely on their own labor and that of their 
wives and children to repair and furnish and even to build their 
hovels and cottages. They repaired all and made most of their 
own clothing and bedding, though the production of the cloth and 
the leather that they used was mainly in the hands of industrial 
specialists. Nearly every peasant was a jack of most of the crude 
trades necessary for his rude existence. As the husbandmen, with 
their families, together with the village smiths, probably formed 
something like four-fifths or more of the entire population of 


*4 Cf. Strieder, op. cit., p. 90; cf. also Archives départementales du Nord, B. 1834, 
fols. 48-51. 
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Europe, the amount of household industry must have been exten- 
sive. Even in the towns and the rising industrial settlements, 
there were still many poor craftsmen who depended on them- 
selves and their wives and children for most of the industrial 
products which they needed. The requirements of the masses had 
hardly begun to play an important role in determining the char- 
acter of industry. 

The organization of industrial labor for a market, which pre- 
sumably occupied some two or three millions of workpeople in 
Europe the major part of their time, was of many kinds. Almost 
every form of enterprise known to historians existed. The inde- 
pendent master craftsman who worked in his own home or in liv- 
ing quarters that he rented, with an apprentice or two and one or 
two journeymen, was still a very common figure, particularly in 
the ancient towns. But it is not certain that independent crafts- 
men greatly outnumbered their fellows who, while they also 
worked at home, had become dependent, either directly or in- 
directly, for their raw materials and their markets upon rich 
masters or merchants, who supplied them with materials and paid 
their wages by the piece. In many towns, particularly in economi- 
cally backward regions, independent master craftsmen were in the 
majority, often in the great majority. But in the leading textile 
towns, particularly in the new settlements in Flanders, Brabant, 
and the English west country, where cloth was produced in large 
quantities for the whole European market, they were often in the 
minority. Sometimes, as at Hondschoote in Flanders, they formed 
only a small minority. 

Work in the home, done either by independent master crafts- 
men and their apprentices and journeymen or by wageworkers 
under the putting-out system, was probably the lot of something 
like two-thirds of all the industrial workpeople who labored for 
the market. The remainder found work mainly outside their ac- 
tual living-quarters, in building operations of various kinds, at 
mills, forges, and furnaces, in mines, specially constructed work- 
shops, and factories. There was a great deal of variety both in the 
scale and in the form of enterprise. 

A considerable proportion of the nondomestic workers—for ex- 
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ample, many country glassmakers, many diggers of coal and iron 
ore, and many smelters—worked in groups of less than a dozen, 
generally less than half a dozen. A few of these groups were as in- 
dependent of outside capital as the autonomous master craftsmen 
in the towns. The numerous tanning, fulling, and small paper 
mills were generally operated by even smaller groups of from two 
to five craftsmen. Like the working partnerships of miners in re- 
gions where mining was developing rapidly, many were coming 
under the financial control of traders who advanced them money 
in return for a promise to deliver a stipulated quantity of the 
product at a specified price. 

The building craftsmen, who often labored in very much larger 
units, probably formed an even more numerous element among 
the nondomestic workpeople than the craftsmen and laborers at 
all the small mines, forges, mills, and shops. Among the building 
craftsmen, wagework was the rule. Some craftsmen worked al- 
ternately in their little shops, preparing materials, and at the 
edifice they were putting up. 

There was, finally, the section of the nondomestic workers who 
labored for wages in establishments of a dozen or more—at mines, 
in extensively remodeled old buildings, and in structures specially 
built for manufacturing. The Emperor Charles V probably did not 
exaggerate when he put at a hundred thousand the number of 
workpeople employed in mining and metallurgy in the Holy 
Roman Empire in 1525.°° Not all by any means worked in enter- 
prises with over a dozen employees. Those who did were perhaps 
in the minority, but, if so, they formed a considerable minority. 
Some thousands more were employed in such enterprises in min- 
ing or in metallurgy in other parts of Europe. Some thousands 
were employed for wages in the principal shipyards; other thou- 
sands in large salt and alum works. Large-scale enterprise had 
made an appearance in the printing, the papermaking, glassmak- 
ing, and soapmaking industries, in the refining of sugar, and in a 
few exceptional cases in clothmaking. Units of more than twelve 

*s Strieder, op. cit., pp. 3-4, 376-77; cf. his “Werden und Wachsen des euro- 
paischen Frithkapitalismus,” in Propyléen Weltgeschichte, ed. Walter Goetz (Berlin, 
1932), IV, 24-25. 





218 JOHN U. NEF 


were rare in these industries; but all told the number of laborers 
employed in such units probably ran to a great many hundreds. 

While there were in the whole of Europe only a few large estab- 
lishments that can be properly called factories, with more than a 
hundred workpeople on their pay rolls, the mines and workshops 
which employed from twelve to fifty already formed a quite re- 
spectable array at the Reformation. If all the persons who worked 
in them and in still larger industrial establishments, like the ar- 
senal at Venice or the saltworks at Salins, had been mustered out 
and assembled in one place, they would have provided as big an 
army of ragged soldiers as any European sovereign in the time of 
Charles V could have put in the field. 

These enterprises were also of many kinds. In some, such as the 
chief printing and crystal glassmaking shops, the owner usually 
lived in and participated, at least to some extent, in the manual 
labor alongside his employees. In the larger establishments, like 
the saltworks at Salins or the metallurgical factory at Hohen- 
kirchen, living-quarters and a place of worship for some or all 
the workpeople and their families were built as part of the plant 
or immediately adjoining it. The factories and quasi-factories of 
the Renaissance did not separate domestic and religious from 
working life as do the factories of more recent times. Homework 
was the traditional form of industry which Europe had inherited 
from the Middle Ages. It had a tenacious hold on the minds and 
habits of workmen and their employers. When technical condi- 
tions made it impossible to carry work into the home, an attempt 
was usually made to carry the home to the workshop. It was gen- 
erally successful. The German miners and smelters who migrated 
to England early in Elizabeth’s reign to develop the copper mines 
near Keswick seem sometimes to have installed their sleeping- 
quarters in the metallurgical plants. They put a bed in the small 
chamber above the assay-room.® In this way the line between 
factory and domestic work was blurred. Industrial workpeople 
almost always lived and worshiped close to their place of labor. 

66 W. G. Collingwood, Elizabethan Keswick (“Cumberland and Westmorland 
Antiquarian and Archaeological Transactions,” Tract No. VIII [Kendal, 1912]), 
PP. 36-37, 48-49. 
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The largest establishments were nearly all owned or rigorously 
controlled by some public authority—the pope, a king, a prince, a 
bishop, a duke, or a town council. An increasing proportion of 
those mines and quasi-factories which employed from a dozen to 
fifty workers were coming under the direct supervision of such 
authorities. Large-scale private enterprise, in which the owners 
took no part in the manual labor and which they managed inde- 
pendently of the administrative officers of political rulers, was 
the great exception. Only a negligible portion of the industrial 
workpeople labored under the conditions of industrial capitalism 
which came to dominate European industry in the late nineteenth 
century. In the sixteenth century the field for large-scale indus- 
trial enterprise in much of Continental Europe was being pre- 
empted by the prince. 

For an understanding of the industrial conditions of the past, 
ready-made categories are more of a handicap than a help. Our 
age has been inclined to make a fetish of categories and statistics. 
What is more important than either, if we are to grasp the mean- 
ing of industrial organization at the time of the Reformation, is 
the spirit in which the work was done and in which the capital was 
supplied. Labor for wages was already common; but wagework 
generally meant something different from what we mean by it. 
Wages were almost always earned either in the home itself or close 
beside it. A great many wageworkers had a plot of land which 
they cultivated with the help of their families. Few families were 
without by-occupations which added to the income they received 
from wages, and some workers in industry were mainly dependent 
for their livelihood upon husbandry. Many persons who worked 
for wages were master craftsmen with apprentices and even jour- 
neymen. That makes it impossible to draw the sharp line between 
masters and wageworkers that students of modern industrial or- 
ganization have found so convenient for statistical purposes. 
Moreover, the distinctions between labor for wages and labor to 
fulfil a contract or to supply an order for a work of art were not as 
sharp as they are today. Piecework wages and contracts to deliver 
commodities at a stipulated price per unit shaded into each other, 
so that it is often difficult to distinguish between them. 
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The objective of much industrial work was to raise monu- 
ments, to weave tapestries, and fashion decorations of every kind 
for the sake of their beauty and for the sake of sumptuous effects 
that would enhance the luxury and splendor of churches, public 
buildings, and of private houses of the very rich. The objective 
was not primarily, as in recent times, the manufacture of cheap 
goods in large quantities for profit. The mass of the people shared 
in the products of industry mainly through their participation in 
the life of the church, the life of the sovereign, the life of a power- 
ful landlord, or the life of a municipality. But a large proportion 
of the persons engaged in industrial labor had a direct part in the 
actual fashioning of some object, designed generally to fit into 
churches, castles, palaces, or municipal halls and monuments with 
which they were familiar. Today a large proportion of so-called 
industrial work—such as advertising and sales promotion—has 
no direct relation to the production of a concrete object. Nor has 
the workman engaged in some particular task in a factory any 
part in conceiving the object as a whole to which his tiny incre- 
ment of labor contributes. In the early sixteenth century a great 
many manual workmen were free to conceive of an entire piece of 
workmanship, such as a statue or an ornamental balustrade, and 
to solve vy the thoughtful improvisation, which is a part of art, 
the aesthetic problems connected with its making. Quality still 
took precedence over quantity. Unlike the last four hundred 
years, which have been, especially in the north of Europe, increas- 
ingly in mining and metallurgy an age of coal and iron, the Renais- 
sance was, in a sense, an age of silver. The output of silver in 
Europe was little inferior to what it is today. But even at the 
height of the industrial expansion which ushered in the modern 
age, the production of iron and coal was negligible compared with 
what it is today. The annual output of iron and steel in Europe 
around 1525 was possibly about a hundred thousand tons.’ On 


$7 Any estimate of the output of iron in Europe has to be based largely on guess- 
work. But, from the scattered information available, it is clear that production 
should be counted in tens rather than in hundreds of thousands of tons. There was 
probably no single center where the output was greater than in Styria, with its eight 
thousand or nine thousand tons (see Part I, n. 2). In Spain, which had been famous 
for its iron throughout the Middle Ages, the output of the two most productive 
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the eve of the present European war more than seventy-five mil- 
lion tons were produced annually, something like seven hundred 
times as much. The annual output of coal in Europe perhaps 
amounted then to some three or four hundred thousand tons at the 
most. Before the present war began it amounted to some six hun- 
dred million tons, fifteen hundred times as much. In the age of 
the Renaissance mining in Europe was still pursued, in the main, 
to provide precious metal and the materials for artistic craftsman- 
ship, rather than to provide, as in modern times, the basic mate- 
rials for building and for industrial enterprise generally. 

All the countries of Europe shared to some degree in the re- 
markable industrial development at the end of the fifteenth and 
the beginning of the sixteenth centuries. But this development 
was most striking in Italy, in southern and eastern Germany and 
the adjacent countries to the south and east, in the Rhineland, 
Lorraine, Franche-Comté, and in those parts of the Low Coun- 
tries which were coming under Spanish domination—the parts 
that formed modern Belgium. Almost all the large industrial es- 
tablishments were started in these countries. Elsewhere develop- 
ment was slower, though the late fifteenth and early sixteenth 
centuries were a period of much prosperity in every Continental 
nation. 

Great Britain occupied a place apart industrially. There out- 


provinces—Biscay and Guipdzcoa together—according to a contemporary Spaniard, 
amounted to about fifteen thousand tons annually toward the end of the sixteenth 
century (James M. Swank, History of the Manufacture of Iron in All Ages [Phila- 
delphia, 1892], pp. 22-23). By that time the provinces were probably turning out 
rather more iron than in the thirties. The output of the Low Countries—another 
leading ironmaking region—was probably somewhat below that of Styria or the 
Spanish Basque provinces. The chief ironworks were in Namurois, in the neigh- 
borhood of Charleroi, and in the dominion of the prince-bishop of Liége. According 
to an estimate made in 1562, when the Belgian iron industry was apparently less 
prosperous than it had been in the twenties and thirties, the average annual output 
in the Liége district amounted to some eight hundred tons. Namurois and perhaps 
Charleroi were somewhat more productive (J. A. Goris, Etude sur les colonies 
marchandes méridionales @ Anvers (Louvain, 1925], pp. 477-79, 486). The output 
of all the ironworks in England and Wales on the eve of the dissolution of the monas- 
teries, in 1536 and 1539, did not perhaps exceed six thousand or seven thousand 
tons a year on the average (Nef, “‘Note on the Progress of Iron Production in Eng- 
land, 1540-1640,” Journal of Political Economy, XLIV [1936], 402). 
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put hardly began to increase until the end of the Wars of the Roses 
in 1485. Until about 1540 rapid industrial development was large- 
ly confined to one area—the southwest—and to one industry—the 
manufacture of woolen cloth. The production of coal and iron did 
not grow very fast before the dissolution of the monasteries. In 
1539 a correspondent of Thomas Cromwell’s described the lead 
mines of the country as “dead.’’** While the production of tin 
increased some 60 or 70 per cent between 1470 and 1540, the 
rate of growth was slow compared with that of metal production 
on the Continent. The supremacy enjoyed during the Middle 
Ages by the tin of Devon and Cornwall in Continental markets 
was threatened by the progress of tin-mining in Spain, Portugal, 
Saxony, Bavaria, and Bohemia. The industrial expansion of the 
Renaissance was a movement which centered in those countries 
that have taken the lead since the world war of 1914-18, as they 
took the lead in the early sixteenth century, in fostering despotic 
government. 

That industrial expansion was not of long duration. It had 
spread from the south and east of Europe, from Italy and the 
Eastern Alps, to the north and west. It generally ended first in 
the countries where it had first started. It was over in Italy rather 
earlier than in France, where it lasted until at least the end of 
Francis I’s reign. It ended in Hungary with the Turkish invasions 
of the fifteen-twenties, before it began to peter out in Saxony and 
Bavaria. It culminated there in the thirties and forties, earlier 
than in Franche-Comté and the Spanish Netherlands, where it 
continued almost until the first sack of Antwerp in 1576. 

In some countries, such as Saxony and Bavaria, a measure of 
industrial prosperity was maintained for many years after a high 
point had been reached. In others, as in the Spanish Netherlands, 
there was an abrupt collapse. Eventually the rapid growth in out- 
put was followed almost everywhere on the Continent by a long 
period of industrial stagnation and even retrogression. At the end 
of the sixteenth century and during the greater part of the seven- 
teenth, the volume of production actually fell in Spain, the Span- 

68 Victoria County History of Durham, I, 351. 

69 G. R. Lewis, The Stannaries (Cambridge, Mass., 1907), p. 253- 
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ish Netherlands, and, above all, in the states of central Europe. 
The torch of industrial leadership passed to some extent to 
France; it passed mainly to the United Provinces, to Sweden, and, 
above all, to Great Britain. 

The new industrial development that followed the Reformation 
and that centered in the north of Europe, in countries backward 
industrially at the beginning of the sixteenth century, differed in 
fundamental respects from that of the Renaissance. In the north 
men turned away from quality in the direction of quantity, away 
from splendor and beauty in the direction of plenty and comfort. 
In mining they turned from silver-bearing ore to coal and iron 
ore. Especially in Great Britain, they turned increasingly from 
warfare and preparation for warfare to peaceful occupations. In 
the creation of the new world, with its great emphasis on mate- 
rial values, the motives of private profit and of individualism 
played a role with which despotic government was bound to 
interfere. 

In the extreme form in which they were nourished in the north 
of Europe from the end of the sixteenth to the early twentieth 
centuries, the conceptions of individualism and free enterprise 
were novel in the history of civilized societies. In many ways such 
conceptions were more in keeping with the spirit of the Renais- 
sance—the enhancement of the value of man—than were the 
growing despotism and regulation in political and economic life 
fostered in the countries which first assumed the leadership in in- 
dustry at the end of the Middle Ages. At a time when the ideal of 
renunciation to the divine will was losing its hold over men, 
princes and their advisers in these states were asking for a new 
kind of renunciation. They were asking the individual to accept 
the dominion of civil authority without the restraint of natural 
law, without the restraint of the divine will—to accept the lord- 
ship of a man over men. Such submission did not accord with the 
aspirations, born of the Renaissance, to substitute for renuncia- 
tion the glorification of life in this world and the right of men to 
express themselves more freely and personally in thought, in art, 
and in science than had been possible in the Middle Ages. The 
despotic nature of authority among the princes of central Europe 
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and Italy interfered with the development of the new spirit of in- 
dividual freedom no less than the authority of the ancient church 
which was breaking down on the eve of the Reformation. The 
faith in material progress, expounded as a part of philosophy in 
the early seventeenth century by Bacon, Hobbes, and Descartes, 
accorded better with the aspirations of humanism. 

In England and in the Netherlands, where the philosophy of 
material progress first made striking headway, the traditions of 
absolute government were less firmly established than in Italy and 
Germany. While despotism grew in strength in Italy and Ger- 
many during the industrial development of the Renaissance, it 
gave way in England before the even more remarkable industrial 
development of the late sixteenth and early seventeenth centuries. 

As time went on, the spirit of individual freedom was cultivated 
in northern Europe largely without those values of beauty and 
splendor in workmanship which were an integral part of the 
Renaissance spirit no less than individualism. Utility replaced 
quality. For more than two centuries France managed to main- 
tain a balance between the individualism bred in northern Europe 
and the authoritarianism bred in southern and central Europe. 
While England became the focus of industrialism and individual- 
ism, France preserved the traditions of aesthetic workmanship 
inherited both from the Gothic age and from the Renaissance. 
From the late sixteenth century until well into the nineteenth the 
two great contrasting civilizations which nourished most of the 
European peoples, in the New World as well as in the Old, were 
the English and the French. The similarities, and still more the 
contrasts, between French and English development help to re- 
veal some of the principal forces which have determined the his- 
tory of Western civilization during the last four hundred years. 
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E Walsh-Healey Public Contracts Act of 1936 represents 
an attempt to control labor conditions through the medium 


of government purchasing. A study of the effects of such 
an act necessarily falls on the border line between the fields in 
economic study of labor problems and of public finance. The 
sphere within which the Act operates is that of labor problems; 
the method which its sponsors selected to achieve their objectives 
lies within the territory of public finance. In utilizing special stip- 
ulations in government-purchasing contracts in an effort to con- 
trol economic life the Walsh-Healey Act resembles legislation dat- 
ing at least to 1850 which includes the “Buy American” Act of 
1933 and a mass of similar protectionist legislation; the Vinson- 
Trammel Profits Limitation Act of 1934, as amended; the Miller 
Act, providing for protection to materialmen and laborers 
against nonpayment by government contractors; President 
Roosevelt’s Executive Order No. 6646 of March 14, 1934, requir- 
ing government contractors and subcontractors to comply with 
applicable N.R.A. codes; the Eight Hour Act of 1912; the Bacon- 
Davis Act of 1931, as amended in 1935; special legislation apply- 
ing wage, hour, and working-conditions stipulations to construc- 
tion performed under contract with government corporations or 
with federal funds; the collective-bargaining section of the Bi- 
tuminous Coal Act of 1937; and a variety of state legislation. 
From the standpoint of economic analysis it also resembles legis- 


* This article is based upon a doctoral dissertation prepared with the aid of fellow- 
ships granted by Brown University and the Brookings Institution. Assistance of Pro- 
fessor Philip Taft, Mr. Aaron Director, Mr. Thomas Holland, Mr. John Klingen- 
feld, and Mr. Robert Bangs is gratefully acknowledged, but the writer is solely re- 
sponsible for the views expressed. 
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lation such as the Eight Hour Act of 1892 and the “Anti-kickback 
Act” of 1934 which, although not effectuated by means of con- 
tract stipulations, apply only to government contractors. 

The Walsh-Healey Act requires that any contract entered into 
by any agency of the United States for the manufacture or fur- 
nishing of materials, supplies, articles, and equipment (hereafter 
called supplies) in any amount exceeding $10,000 shall contain 
stipulations that the contractor is a manufacturer of or a regular 
dealer in the supplies to be manufactured or used in the perform- 
ance of the contract; that all persons employed by the contractor 
in the manufacture or furnishing of the supplies will be paid 
without deduction “not less than the minimum wages for persons 
employed on similar work or in the particular or similar industries 
or groups of industries currently operating in the locality in which 
the .... supplies .... are to be manufactured or furnished un- 
der said contract”; and that no such person shall be permitted 
to work more than forty hours a week or eight hours a day; that 
no male under sixteen, no female under eighteen, and no convict 
laborer will be employed by the contractor in the manufacture, 
production, or furnishing of the supplies; and that no part of 
the supplies will be “manufactured or fabricated in any plants, 
factories, buildings, or surroundings or under working conditions 
which are insanitary or hazardous or dangerous to the health and 
safety of employees engaged in the performance of the contract.” 
The secretary of labor has granted an exemption permitting over- 
time work on condition that it be paid for at a rate of time and 
one-half. 

The contractor is further required to agree that violation of the 
labor stipulations of the contract shall render him liable to the 
United States for liquidated damages of a sum equal to the 
amount of underpayments of or deductions from wages and of 
$10 a day for each child laborer or convict laborer knowingly 
employed. The contracting agency is permitted to cancel the con- 
tract and make a new contract with another firm, charging any 
additional cost to the original contractor. A contractor who is 
found guilty of violating the Act is automatically rendered ineli- 
gible to bid upon government contracts for three years unless the 
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secretary of labor otherwise recommends. Enforcement of the Act 
is intrusted to the Division of Public Contracts in the Department 
of Labor. Although there have been a large number of discovered 
violations of the Act, no contract has yet been canceled, and only 
a handful of contractors have been black-listed. 

The Walsh-Healey Act was passed in 1936 to accomplish four 
purposes. The first was to make the closest approach possible 
toward general control over wages and hours in view of the Su- 
preme Court decision invalidating the National Industrial Re- 
covery Act. The new attitude of the Supreme Court and the 
passage of the Fair Labor Standards Act have removed the neces- 
sity for resorting to a narrower and faultier approach to this goal. 
The second purpose was to offset the alleged tendency of the es- 
tablished system of purchasing from the lowest responsible bid- 
der to make labor conditions worse, and the third to prevent the 
alieged consequent tendency for employers who treat labor fairly 
to be denied an equitable share of the government market. There 
is neither factual nor theoretical evidence to support the conten- 
tion that the conditions complained of actually existed.2 The 
fourth aim of the Act was to make of the government a model 
employer, not only directly in regard to its own employees but 
also indirectly in regard to the employees of its contractors. If 
the American people, fully cognizant that this policy was ex- 
pected by both sponsors and opponents of the Act to increase the 
costs of government purchasing and to benefit not only the low- 
est-paid workers in the community but also, as a result of the 
prevailing minimum-wage standard, some of the better-paid (as, 
for example, in cement), supported this policy, Congress selected 
a plausible means of effectuating it in passing the Walsh-Healey 
Act. Actually, however, the Walsh-Healey Act has not had the 
expected results. 

The following discussion is restricted to the direct economic in- 
fluence of the Act upon labor conditions. An act of this type may 
have incidental effects exercised through the power of example and 
moral suasion by establishing certain standards as “fair.”’ If such 


* Some advocates of the Act who advanced these points may have been speaking 
loosely and have really had in mind the fourth point. 
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an influence exists it may operate either to improve or to worsen 
labor conditions. The writer has found little reason to suspect 
that during the period covered by the study (the fiscal years 
1937-40) the Walsh-Healey Act exerted an influence of this type 
which resulted in changed conditions, and he is convinced that 
the Act did not exert any such influence in a perceptible degree. 

The entire analysis has been carried out in terms of the peace- 
time conditions existing prior to July 1, 1940. The preparedness 
program undertaken at the beginning of the 1941 fiscal year may 
result in the exertion of political and patriotic pressure to bring 
about compliance with the terms of the Act when economic in- 
terest dictates noncompliance. The first important evidence of 
this change was the announcement by the Bethlehem Steel Com- 
pany on August 21, 1940, that it planned, effective September 1, 
to come into compliance with the wage determination for the 
steel industry. 

The Walsh-Healey Act was patently and perhaps purposely 
faultily drawn.’ Application of the Act only to contracts in excess 
of $10,000 automatically eliminated from coverage 99 per cent 
by number and perhaps 75 per cent by value of the 619,000 con- 
tracts in excess of $1,000 which are awarded by the government 
each year.‘ In addition, it opened the way to removal of contracts 
which would normally be in excess of $10,000 from the coverage 
of the Act by bid-splitting. Government purchases of enlisted 
men’s white sailor hats provide an extraordinary example of eva- 
sion through this means. Prior to the application of the Act to 
this commodity, the Bob Evans Hat Company of New York 
City received about one-half the government awards and the 

3 The House Committee on the Judiciary which in 1936 drew the bill in its final 
form (except for minor amendments adopted on the floor of the House) was opposed 
to the bill and reported it only after the labor unions had exerted the utmost possible 


pressure. The Committee greatly weakened the bill which had passed the Senate 
the preceding year. 

4 Computed from data presented by L. Metcalfe Walling (“Purchase of Supplies 
and the Making of Contracts by the United States,” Hearing before a Subcommittee 
of the Committee on Education and Labor, U.S. Senate [76th Cong., 1st sess.] on S. 
1032, May 13-19, 1939, p. 27) and in Department of Labor Press Release No. 4753; 
January 14, 1937. 
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Royal Specialty Manufacturing Company of New York City and 
the Michael A. Zielinski Company of Trenton, New Jersey, about 
one-fourth each. The secretary of labor found the prevailing min- 
imum wage in the manufacture of hats and caps to be 67} cents 
an hour. A tolerance of 20 per cent of the total labor force was 
later allowed for auxiliary workers. None of the three companies 
named was paying wages which remotely approached the Act’s 
requirements. One was named before a Congressional commit- 
tee considering passage of the Act as a firm particularly offending 
against decent labor standards. These three firms have continued 
to monopolize the government market for enlisted men’s white 
sailor hats without coming under the wage determination by the 
simple process of splitting offerings among themselves in such a 
way that no contract exceeds $10,000. Between August 20, 1937, 
and April 12, 1939, the three firms combined secured fifteen con- 
tracts ranging in value between $9,300 and $9,975. In every case 
but one the contracts were the result of bid-splitting between the 
Bob Evans Hat Company and one of the other two contractors. 
Even the former proportional division of business between the 
three firms was maintained. 

The Act covers only principal contractors, not subcontractors, 
although it permits contracts to be awarded to dealers. This 
opened a great hole in the Act which was only partially plugged 
by regulations promulgated by the secretary of labor providing 
that, if one manufacturer received a contract and a second per- 
forms the work, the latter is covered and that if a dealer secures 
a contract and has a manufacturer ship directly to the govern- 
ment rather than through the dealer’s establishment the manu- 
facturer is covered. Such wage determinations as those for di- 
mension granite and wool carpets and rugs are completely nulli- 
fied because government contracts are almost without exception 
awarded to dealers. 

The rule that a contractor’s obligation to comply with the 
Act does not arise until notification of award of the contract has 
reached him provided a third important means of evasion through 
selling from stock. This is probably the most widely used of the 
three methods of avoiding the Act which have been discussed and 
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may be readily employed in the sale of such products as tobacco, 
drugs, and copper. 

Exclusion by Section 9 of the Act of such supplies “‘as may usu- 
ally be bought in the open market,” interpreted by the secretary 
of labor to mean supplies which are purchased without competi- 
tive bidding, removed an increasingly important portion of gov- 
ernment purchases, including “educational” orders for the army 
and navy, from the scope of the Act during the period studied. 

Serious as they are, however, these methods of avoidance do 
not constitute the chief weakness of the Act. They have not been 
widely used in most industries and, with the exception of sales 
from stock, could be easily removed by amendatory legislation. 
The basic faults of the Act are fundamental in the type of regula- 
tion attempted. 

Direct government purchases under the Act are not large enough 
to constitute an important portion of the total demand of the 
economy. During the fiscal years ended June 30, 1938, and June 
30, 1939, the average annual value of contracts awarded subject 
to the Act was $466,618,000, of which $160,534,000, or 34 per 
cent, was for boats, ships, and equipment, chiefly naval vessels.° 
The average value of contracts awarded subject to the Act during 
these years is presented for major commodity groups in the first 
column of Table 1. Value of contracts awarded, however, tells 
little about the importance of purchases under the Act to’employ- 
ment conditions in various industries either in absolute terms or 
in relation to the total output of the industry. 

The second column of Table 1 shows by major commodity 
groupings the average percentage of total 1937 domestic produc- 
tion which was purchased by the government during the fiscal 
years 1938 and 1939 under the terms of the Public Contracts 
Act. It is designed to show the importance of government pur- 

5 Despite this provision, most of the contracts awarded without competitive 
bidding since July 1, 1940, under the defense program have included the Walsh- 
Healey stipulations. 

6 For boats, ships, and equipment the average annual value of contracts for naval 


vessels for the years 1937-39 was utilized and included in the figure for total value of 
contracts. These ships were not placed under the Act until July 1, 1938. 
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chases under the Act in the total marketing picture for these 
groups of industries. Similar percentages have been computed for 
one hundred and seventeen subgroups.’ In the case of only four 


TABLE 1* 


GOVERNMENT CONTRACTS INCLUDING WALSH-HEALEY STIPULATIONS, 
FISCAL YEARS 1938 AND 1939, BY MAJOR COMMODITY GROUPINGS 








Average 
mal Percentage Wage- 
Value s Earners 
of Produc- " 
of Con- tion Pu Required 
Group of Products tracts ~ it Satisfy 
chased 
1938-39 Govern- 
under 
(Thou- Act ment 
sands of Demand 


Dollars) 





691 
18 
10,341 
1,734 
1,795 
2,866 
1,326 
198 
1,069 
§ ,003 
192 
5,692 
851 


Food and kindred products 9,085 
Tobacco manufactures 550 
Textiles and their products 34,277 
Forest products 6,071 
Chemicals and allied products 16,061 
Asphalt, coal, and petroleum products 48,190 
Paper and allied products 10,354 
Printing and publishing 495 
Leather and its manufactures 4,055 
Stone, clay, and glass products 22,700 
Rubber prod 848 
Iron, steel, and their products 30,415 
Nonferrous metals and alloys 7,852 
Machinery (except pecan. a and electrical)..| 27,986 4,339 
a machinery, apparatus, and supplies. . 23,017 3,755 
—— equipment (except boats and ships) 47,019 9,028 
eous 17,111 3,413 


~9000%009%00000 





Total, except boats, ships, and equipment. ..| 306,084 §2,311 
Boats, ships, and equipment 160,534 39,915 


Grand total 466,618 92,226 

















* Computed from data presented in Twenty-sixth Annual Report of the Secretary of Labor, 1938 
(Washington, 1938), pP. 51-5 ogee of the Sowretery @ Late, 1930, PP. 41-44; Ly tates Depart- 
ment of Commerce, ya sof the msus, Biennial Census of Manufactures, 1 Washington, 1939), 
Part I; United States Department bf the the Interior, Bureau of Mines, Minerals kh, 7 ed and 1939 
(Washi n, 1938 and 1939); and supplementory Cote furnished by the United States Depart- 
ment and the Statistical tion, Division of Public Contracts, United States Bepestment < of Labor. 


commodities did the government purchase under the Act more 
than 10 per cent of the production. There are eleven additional 
products of which 3 per cent or more was purchased under the 


’ The classification followed is, with slight changes, that of the Division of Public 
Contracts of the Department of Labor. 
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terms of the Act. These are listed in Table 2. The median of the 
one hundred and seventeen percentages is 0.54 per cent.* Only for 
two industries—shipbuilding and aircraft construction—can gov- 
ernment purchases subject to the Act possibly be considered the 
major market, and only for a handful more can they be considered 
an important market. 

The third column of Table 1 contains an estimate of the aver- 
age number of wage-earners required by the industries producing 
goods for the government to produce those goods. It is empha- 


TABLE 2* 


PERCENTAGE OF DOMESTIC PRODUCTION PURCHASED BY UNITED STATES 
UNDER WALSH-HEALEY ACT, FISCAL YEARS 
1938 AND 1939, BY PRODUCT 








Product Percentage Product Percentage 





Boats, ships, and equipment.} 65.69 Generators and parts 4.80 

Aircraft, aircraft parts, and Instruments, professional and 
equipment 26.96 scientific (except aircraft) . 

Ammunition and related Sand and gravel 

II.20 Windlasses, cranes, etc 

Explosives 10.84 Circuit breakers and switches 

Concrete, ready mixed... ... 6.64 Asphalt, oil, tar, and mixtures 

Cement and products....... 5.51 Fuel oil 

Riprap stone 4.99 Aerial photographic surveys. 

















* Sources for Tables 2 and 3 are the same as for Table 1. 
t Over 3 per cent, but data necessary for more precise calculation unavailable. 


sized that these data cover only employees of the last industry 
ordinarily engaged in the goods’ production and not workers in 
industries furnishing the raw materials for the industries cov- 


8 It should be noted in interpreting this median that no percentage is included 
in the data from which it was computed for numerous commodities which are as 
important to the economy as many of those included but which are little purchased 
by the government and are therefore included in “‘miscellaneous” classifications by 
the Division of Public Contracts. It should also be noted in the interpretation of the 
percentage figures cited that further subclassification would undoubtedly reveal 
higher percentages for certain subproducts than those for the broader groups. How- 
ever, the classification used is believed to be sufficiently narrow to approximate rea- 
sonably the products of industries as they are actually organized; and further sub- 
division would in most, though perhaps not in all, instances be meaningless. It may 
also be mentioned that for some products the market is not nation wide and that 
government purchases in some areas may be more important than in others. 
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ered. In this respect they correspond approximately to the cover- 
age of the Walsh-Healey Act when contracts are made with man- 
ufacturers. The data do not, nevertheless, represent estimates of 
the actual coverage of the Walsh-Healey Act for the following 
reasons. First, there are three methods of avoiding the Act, name- 
ly by securing contracts for less than $10,000, by securing con- 
tracts through regular dealers, and by filling contracts from stock 
on hand. Only the first of these is taken account of in the esti- 
mates. Contracts awarded to regular dealers and contracts fur- 
nished from stock are treated in the estimates as if they were 
produced after the award of contract by manufacturer-contrac- 
tors. Second, the data assume perfect segregation of government 
production from private production—that is to say, that no 
worker is employed on private production while he is covered 
by the Act.® 

The average number of workers required to fill contracts cov- 
ered by the Act in 1938 and 1939 is estimated, subject to the 
qualifications stated above, at 92,226, of whom 39,915, or 43 
per cent, are estimated to be in shipbuilding. The leading sub- 


groups are shown in Table 3. Despite the differences between in- 
dustries in ease of segregation and ease of evasion by means of 
selling through dealers and of selling from stock, the wage-earner 
data of Tables 1 and 3 probably give the best statistical index 
which can be made of the importance of various industries in the 
coverage of the Act. 

The wage provision of the Walsh-Healey Act is applicable only 


* Despite these serious faults, the data presented have the merit of giving a figure 
which may be taken as a point of departure. The writer believes that, when allow- 
ance is made for avoidance and inseparability, the data give a much more adequate 
portrayal of the number of workers subject to being affected by the Act than would 
data of actual coverage secured by count. The chief basis for this belief is the in- 
clusion in the latter type of data of many workers who, though formally covered, 
could easily be removed from coverage by segregation if the employer had a motive 
for such action—that is to say, if the wage and hour requirements of the Walsh- 
Healey Act were more stringent than those followed by the employer in the normal 
course of his operations. Under the secretary of labor’s regulations all employees in 
a plant performing government work are covered by the Act unless a separate record 
is maintained for employees engaged upon government work or other affirmative 
evidence is presented to show which workers performed the contract. 
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to contracts for products which are covered by a wage determina- 
tion in effect prior to the advertisement for bids. On July rs, 
1940, wage determinations were in effect in thirty-five industries. 
Contracts valued at only $79,762,905 a year, or 17.1 per cent of 
the total annual value of contracts awarded subject to the Act, 
are awarded for products of industries covered by these wage 
determinations. The aeroplane and iron and steel and cement 
determinations combined account for 51 per cent, by value, of 
these contracts. 

A number of the wage determinations—including those for 


TABLE 3 


NUMBER OF WAGE-EARNERS REQUIRED TO PRODUCE SUPPLIES FURNISHED 
UNITED STATES UNDER WALSH-HEALEY ACT, FISCAL 
YEARS 1938 AND 1939, BY PRODUCT 








No. of No. of 
Product Wage- Product Wage- 
Earners Earners 





Boats, ships, and equipment.| 39,915 Forgings and castings.......| 1,326 

af 5,882 Engines, turbines, tractors, 
Cotton goods 4,038 and parts (except aircraft 
Aircraft parts and equipment} 2,251 and ship) 1,267 
Crushed and broken stone...| 1,422 Coal and coke 1,234 
Woolen goods 1,406 Men’s clothing 1,134 
Cement and products 1,363 Structural steel 1,000 

















photographic supplies, specialty accounting supplies, fire works, 
public seating, and fertilizer (northern region)—have been com- 
pletely ineffective for the reason that all government contractors 
were paying minimum wages equal to or above the wage estab- 
lished by the secretary of labor prior to the wage determination." 
Other determinations, although originally requiring payment of 
wages above those paid by some government contractors, are 
now no higher than the wage required to be paid by the Fair 

1° It is theoretically possible that, under conditions of monopsony in the local 
labor market, establishment of a minimum wage below that actually paid by a 
firm might, by altering the elasticity of supply of labor to the firm, affect wages 
paid and employment. The point does not appear to have any practical application 
to the subject matter of this article. If it did have, it would bring into play the forces 
described below. 
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Labor Standards Act. These include the determinations for cot- 
ton garments and allied products (most branches of the indus- 
tries), work gloves (except cotton work gloves), men’s raincoats, 
men’s underwear (except knit underwear produced in the north- 
ern district), wood furniture (southern region), and fertilizer 
(upper southern and lower southern regions). 

Interest centers in those industries in which the Act has not 
been thwarted by bid-splitting, sales through dealers, sales from 
stock, or requirement of labor conditions less stringent than those 
already maintained by government contractors. Economic the- 
ory suggests that, where the more obvious types of avoidance of 
the Act’s effects cannot be, or are not, utilized, the Act will be 
prevented from affecting the conditions of labor by the operation 
of three types of substitution. These are made possible by the 
novel aspects of the legislation, held in common with other Acts 
enforced by the contract power: coverage only of production un- 
der government contracts and the voluntary nature of the en- 
trepreneur’s decision as to whether or not he shall subject himself 
to its provisions. The following paragraphs are concerned only 
with the wage and hours provisions of the Act. 

An important principle involved in the analysis of the eco- 
nomic effects of the Public Contracts Act is clearly brought out 
when an industry selling under pure competition is considered. 
Pure competition requires that all firms in the industry sell a 
uniform product and that no buyer or seller consider the influ- 
ence of his own action upon price in determining the quantity 
which he shall buy or sell. It is not necessary to make any as- 
sumption as to the type of competition in the markets for factors 
of production purchased by the industry. Hourly wage rates paid, 
in particular, may vary because some firms employ more capable 
or industrious workmen than other firms, because some offer 
greater advantages in employment other than wages than do 
other firms, or because of such factors as immobility of labor, ig- 
norance, monopoly or monopsony in local labor markets, public 
opinion, or the beneficence of employers, provided only that these 
factors remain unchanged. 

Suppose that in this industry government contracts are scat- 
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tered among the high-wage and low-wage firms in a haphazard 
fashion or any other fashion at the time when the secretary of 
labor establishes a prevailing minimum wage such that some of 
the firms, enough to maintain pure competition among themselves 
and to have a total output at least equal to the government pur- 
chases at the existing price, are paying all their employees at 
least the prevailing minimum wage, but others are not. What 
effect will this determination have upon the industry?" 

The answer may be found by a very simple application of the 
basic economic principles of indifference and substitution. The 
private consumer is indifferent as to whether he purchases (at 
the same price) from a high-wage or a low-wage firm. High-wage 
producer and low-wage producer alike are indifferent as to 
whether they sell (at the same price and at the same costs) to the 
government or to private purchasers. The government alone in- 
sists on purchasing from high-wage producers, but it is indifferent 
as between the high-wage firms. The government may very eas- 
ily be satisfied, without affecting the industry one way or an- 
other, by means of shifting government business from the low- 
wage firms to the high-wage firms and shifting an identical 
amount of private business from the high-wage firms to the low- 
wage firms. 

Competition will compel this substitution to take place. With 
the same price offered on the government and private markets, 
the low-wage firms would have no incentive to incur the in- 
creased costs required to sell in the government market and would 
restrict themselves to satisfying the private demand. If, because 
of withdrawal of supply by the low-wage firms, prices to the gov- 
ernment at first rose above the prices in the private market, the 
high-wage producers would speedily divest themselves of their 
private demand in order to sell in the more profitable govern- 
ment market, but competition among them would reduce the 
price to the government to the previous level. They could not 
maintain their old private customers and also carry on an en- 

* The argument is the same in this and the following cases if it is assumed that 


the hours worked by the various firms in the industry vary similarly when the hours 
provision of the Act comes into effect. 
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larged production for the government without raising their costs 
above the price.” 

Although geometrical demonstration is possible, the reasoning 
is so simple that it seems unnecessary. It would merely illustrate 
the truism that, the firms having been in their optimum position 
and the optimum position being unchanged by the wage determi- 
nation, the firms’ positions will remain unchanged unless they 
needlessly depart from their optimum position. Under the cir- 
cumstances described the wage determination would not alter the 
wage rates paid to a single employee in the industry." 

When departure is taken from the realm of pure competition, 
it is impossible, taking account only of the interchange of govern- 
ment and private business between firms, to reach quite such a 
bold and unequivocal answer on theoretical grounds. Consider 
the case of monopolistic competition with producers operating 
under increasing marginal cost. If consumers’ preferences for one 
producer’s commodity as compared with another’s are not strong, 
so that the demand curve for each producer is only slightly 
sloped and a slight change in price by any seller will cause a 
large change in his volume of private sales, the analysis and con- 


clusion of pure competition needs but little modification. If, how- 
ever, consumers’ preferences are strong, if the differences in the 
services rendered by the various commodities are genuine, and 
each is but an imperfect substitute for the other, the case is other- 
wise. The strong tendency forcing government business to the 


2 The relevant cost curve for the short-run analysis is the short-run marginal 
cost curve; that for the long-run analysis is the average total unit cost curve. The 
analysis assumes that the relevant curve for a particular firm is a rising one (that 
conditions of increasing cost prevail). No other assumption is consistent with equi- 
librium under pure competition. 

"3 Tf no firm in the industry were paying a minimum wage equal to the prevailing 
minimum wage, government business would, taking account only of the type of 
substitution now under consideration, be concentrated in those firms whose wages 
most nearly approached the Act’s requirements, and the wages of those employees 
receiving less than the minimum would have to be raised to the minimum. These 
firms would increase prices to the government sufficiently to cover their entire in- 
creased costs which would, because of increasing marginal costs, exceed the wage 
increases received by labor. This statement assumes the efficiency of labor to remain 


unchanged. 
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high-wage producers and private business to the low-wage pro- 
ducers remains, but its possible effects are circumscribed. The 
high-wage firm will be able to add new government business and 
increase its marginal cost of production and its price to private 
consumers as well as to the government without sacrificing an 
amount of commercial business equal to the amount of govern- 
ment business gained. The low-wage producer, faced with the 
possible loss of his government market and unable to increase his 
private sales proportionately without reducing his price, improv- 
ing his product, or embarking upon an expensive advertising 
campaign, may find it cheaper to raise his wage rates to the ex- 
tent required to obtain government contracts than to contract 
his total sales or adopt any of the other three unpleasant alterna- 
tives."* Under imperfect competition the equilibrium which the 
industry will tend to reach after the wage determination may 
differ from that prior to the determination. Thus the Act may 
influence wages in the industry either by inducing low-wage firms 
to raise wages or by transferring volume of production and em- 
ployment from low-wage to high-wage firms. It appears impos- 
sible, however, to find a case under monopolistic competition with 
rising marginal costs in which no transferring of government and 
private business would take place (unless all contractors were 
previously meeting the Act’s requirements). 

If, under monopolistic competition, firms have constant mar- 
ginal costs, transference of government business to high-wage 
firms need not be counteracted by a transference of private busi- 
ness to low-wage firms. If marginal costs are decreasing, the total 
transference of business from low-wage to high-wage firms might 
exceed the transference of government business alone.’ Under 

4 He will, presumably, secure some increased private demand as a result of price- 
raising by his high-wage competitors who have enjoyed an increased government 
demand. 


*s The reader will recognize these statements as applications of the type of reason- 
ing involved in the theory of the incidence of commodity taxation. 

The relatively small amount of space given to conditions of constant and de- 
creasing marginal cost should not be taken to indicate a belief by the writer that they 
are necessarily of minor importance. 





WALSH-HEALEY ACT AND LABOR CONDITIONS 239 


complete monopoly, analysis of interchange of government and 
private business between firms is, of course, inapplicable, for there 
is only one firm. 

Actual experience under the Act has demonstrated decisively 
the general tendency for firms in industries in which wage pay- 
ments are customarily made upon a time-rate basis who were not 
previously meeting the requirements of the Act to refuse to ac- 
cept government contracts. Because the volume of government 
business performed is in almost all cases a negligible proportion 
of the total business of the firms concerned, it has not been prac- 
ticable to attempt to determine statistically whether the trans- 
ference of government business has been counteracted by a cross- 
transfer of private business. Even if no such cross-transfer took 
place, however, there would have been a transference of govern- 
ment orders equivalent to employment of only several hundred 
workers—only a small proportion of them in the minimum-wage 
bracket—as a result of the wage provision of the Act and an un- 
certain but not large number of workers as a result of the hours 
provision. 

From the statement of the preceding paragraph the following 
exceptions must be noted. First, a number of firms reduced their 
standard work week to forty hours. This appears in most cases 
to involve a purely nominal change because the plants were ac- 
tually operating less than forty hours a week. However, it is diffi- 
cult for a contractor to foresee the hours which will be worked in 
the future, so that contractors doubtless have occasionally been 
affected by the hours provision and compelled to pay the punitive 
overtime rate when it was not anticipated that this would be 
necessary. Second, a large portion of the heavy aeroplane indus- 
try increased its minimum wage rate from 40 to 50 cents an hour 
to comply with the wage determination for that industry. This, 
too, involved a largely nominal change, for very few workers were 
previously receiving less than 50 cents an hour, and an increase 
in the industry’s wage bill of only 0.47 per cent was required to 
meet the wage determination. Transference of orders was hin- 


**The increase for the firm probably most severely affected—the Glenn L. 
Martin Company—was only about 1.5 per cent. 
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dered by the extraordinarily large part which government business 
actually and potentially played in the market for aeroplanes. 
Shipbuilding, for which no wage has been set, is the only other 
industry in which similar success might reasonably be expected. 
Third, two or three cement mills, a large portion of whose sales 
were to the government, appear to have raised their base rates as 
a result of the cement wage determination. 

Interchange of government business and private business be- 
tween firms is only one of three types of substitution which eco- 
nomic theory suggests may prevent the Act from taking effect. 
A more obvious type of substitution and one which is applicable 
without regard to the type of competition existing between firms 
in an industry is the interchange between government and com- 
mercial work of high-paid and low-paid workers within a plant. 
Wherever employees in the lower-paid occupations in a firm re- 
ceive different hourly earnings and segregation of employees en- 
gaged upon government work is possible, a firm may permit only 
those workers who normally receive a wage at least equal to that 
required by the secretary of labor’s minimum-wage determina- 
tion to perform government work and transfer the lower-paid, 
and presumably less efficient, workers to commercial work. By 
this method compliance with the Act may be secured without 
changing the wage rates paid to any worker.*’ In the piece-rate 
industries and particularly the clothing industries, which are the 
most important of those subject to wage determinations, segrega- 
tion of employees engaged upon government work is almost uni- 
versal on the part of those contractors who were not meeting the 
standards required by the Act in all their operations prior to the 
effective date of the hour stipulation or the wage determination 
applicable to their industry and who simultaneously perform gov- 
ernment and commercial work in their plants. There is also im- 
pressive evidence that the policy of permitting only the best- 
paid workers to perform government work is widely followed." 

*7 Costs of the transfer itself and of increased record-keeping are ignored. 


*8 Firms known to have adopted this policy include the Union Manufacturing 
Company of Union Point, Georgia, and the Alden Mills of Meridian, Mississippi, 
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Although there is no a priori reason to believe that this same 
type of adjustment could not be utilized by firms paying time- 
rate wages, except where all workers in an occupation receive the 
same rate, such firms do not appear to have utilized it extensively 
except perhaps in the matter of not letting learners perform gov- 
ernment work. 

Even if it is impossible for any reason to accomplish the segre- 
gation required for such interchange of workers within particular 
plants, dilution of the Act’s influence is not limited to the inter- 
change of government and private business between firms. The 
principle of substitution, theory suggests, will manifest itself in 
yet a third way. If the firms doing government business are, in 
fact, led to pay higher minimum wages than are paid to workers 
of equal efficiency by other firms in the same industry or to 
workers of corresponding skill in other industries, there will be 
set up a tendency for the better workers to move to the govern- 
ment-contract plants and for the poorer workers to be discharged 
by the government contractors and to move to the plants per- 
forming only private business. Where there are a number of firms 
in the same industry or in industries requiring similar workers 
located in the same city or small area and where there is no strong 
union seniority provision or effective opposition to changes in the 
average pace of work in a plant accompanied by corresponding 
changes in average hourly earnings to be overcome—and this fav- 
orable situation appears to be fairly common—this transition is 
likely to take place very rapidly. Where the mobility of labor is 


in the seamless hosiery industry; the Ulmer and Wagner Manufacturing Company 
of Bound Brook, New Jersey, in the cotton-garment industry; the Long Wear Manu- 
facturing Company of Philadelphia in the men’s-underwear industry; and the Ameri- 
can Hardware Company of Petersburg, Virginia, in the luggage and saddlery in- 
dustry. 

The Philadelphia Uniform Company of Conshohocken, Pennsylvania, and the 
Bristol Felt Body Corporation of Fall River, Massachusetts, adopted for a time an 
extreme form of this type of substitution under the original wage order for the 
hat and cap industry. The 67}-cent minimum wage established was extremely severe 
and was not being received by any of their (or any other firm’s) unskilled workers. 
They used no unskilled workers on government contracts and performed all un- 
skilled operations with skilled workmen. 





242 EDWARD F. DENISON 


not so great, this tendency may take longer to make its full ef- 
fects felt, but it can scarcely be made ineffective. The result will 
be that the less efficient workers will continue to receive low wages 
—their productivity has not increased—but will be concentrated 
in the plants performing only commercial business, while the more 
efficient workers will continue to receive relatively high wages 
but will be concentrated in the plants carrying on government 
work. The final effect will be that no change will occur in the 
frequency distribution of hourly earnings in the industry (or, if 
shifts take place between this and other industries, in the com- 
bined frequency distribution for the several industries affected) 
as a result of the wage determination.”® Costs of the firms in- 
volved in the transfer will not be affected because, although their 
hourly wage rates are changed, their wage cost per unit of output 
is unaltered. 

In some of the garment industries, which fall in the piece-rate 
group, the wage determinations were so severe that no, or almost 
no, plants were paying a minimum wage as high as the prevailing 
minimum wage until the passage of the Fair Labor Standards 
Act. Some contractors found that even after segregating their 


plants and concentrating their most productive workers on gov- 
ernment work they had insufficient wage-earners obtaining the 
minimum wage to perform their government contracts. Other 
contractors who either depend chiefly on government business for 
their market or perform only one contract at a time were unable 
to concentrate their most productive workers on government work 
for the reason that no commercial work was being performed in 


*9 The necessity for combining efficient and inefficient workers in the various 
plants in an artificial manner is likely to cause a slight departure from the optimum 
organization of production and, consequently, slightly increased prices, lower out- 
put, and lower demand for labor in the industry. 

Where unemployment exists—the general situation during the period under con- 
sideration—it would be anticipated that some of the substitution of workers would 
involve, not transfer of efficient employees to firms performing government work 
and inefficient workers to firms performing only commercial work, but rather the 
transfer of inefficient workers from employment by government contractors to 
unemployment and of efficient workers from unemployment to employment by 
government contractors. 
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the plant. Except where reliance was placed upon direct evasion 
of the Act by failure to comply with its provisions, usually ac- 
companied by falsification of records—and this was frequent— 
contractors discharged workers unable to earn the prevailing min- 
imum wage on the established piece rates.”” This experience veri- 
fies in part the third type of substitution which is indicated by 
economic theory. 

A similar adjustment is indicated by theoretical considerations 
for those few plants in the time-rate industries which have, in 
fact, raised their minimum wage rates to comply with the Act. 
It has not been possible to secure factual evidence relating to 
this matter. 

Theoretical and experiential consideration of the effects of the 
Public Contracts Act in situations where direct evasion or avoid- 
ance is not practiced thus leads to conclusions which may be 
summarized as follows. Any effects which the Act might have 
upon wage rates and hours—and consequently upon costs, prices, 
and output—tend to be nullified by any or all of three types of 
substitution. Government business and private business may be 
interchanged between low-wage and high-wage firms (or firms 
working long hours and short hours). High-wage and low-wage 
workers employed by individual firms may be interchanged be- 
tween work on government and commercial output. Efficient 
workers may move to the plants carrying on government work 
and paying relatively high hourly wages, and inefficient workers 
to plants within or outside of the industry not performing gov- 
ernment work and paying relatively low hourly wages. Under 
conditions of pure competition all three tendencies are operating, 
and any of the three singly would suffice thoroughly to nullify 
any effects the Act might otherwise have. Under monopolistic 
competition all three tendencies are operating, but the first alone 

° An outstanding example of a firm following this policy is the Sigmund Eisner 
Company of Red Bank, New Jersey, the principal contractor with the government 
for products subject to the 37}-cents-an-hour wage determination for cotton gar- 


ments and allied products, for men’s raincoats, subject to a 40-cent determina- 
tion, and for uniform clothing, which is not yet subject to a wage determination. 
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could not suffice to vitiate completely the Act’s effectiveness, 
while the second and third could. Under monopoly conditions 
the first tendency is almost completely removed, the second is 
completely intact, and the third can operate only between the 
monopolist and firms outside the industry. In every possible con- 
dition one or more forces is at work to restore precisely the equi- 
librium prevailing before the wage and hours provisions of the 
Act became effective.* The number of these forces declines as 
the transition is made from pure competition through intermedi- 
ate stages to pure monopoly.” 

The minor labor provisions of the Walsh-Healey Act have been 
of little importance. Employment of children under sixteen years 
of age has been so nearly eradicated by other federal, state, and 
local legislation that the prohibition of their employment by the 
Walsh-Healey Act has had almost no sphere within which to 
operate. Prohibition of employment of girls sixteen and seventeen 
years old, which is unusual, has resulted in contractors either 
segregating them and keeping them off government work or re- 
fusing to hire them at all. In the latter case substitution of older 
and younger workers between firms would be expected to take 
place. In any event the number of workers affected is extremely 
small. The convict-labor provision merely perpetuates in statu- 
tory form that portion of the federal government’s own “‘state- 
use”’ system embodied in an Executive Order issued by President 
Theodore Roosevelt in 1905. The only effect of the working-con- 
ditions stipulation, which is satisfied if a firm conforms to its 
state laws, has been to provide additional inspection for the 
safety, sanitation, and factory-inspection laws of the states. Vio- 
lations discovered by inspectors from the Division of Public Con- 
tracts are referred to the proper state officials. 

The available evidence appears sufficient to warrant the state- 


*t Slightly increased costs of bookkeeping, managerial duties, etc., are ignored 
here. 

22 It is scarcely necessary to mention the fourth and ultimate type of substitution 
acting to reinforce the operation of the first three types: the substitution of new 
firms for existing firms which fail to understand the possibilities of avoiding the 
Act’s provisions. 





WALSH-HEALEY ACT AND LABOR CONDITIONS 245 


ment that with only rare exceptions which may correctly be ex- 
plained as due to frictional elements rather than being final equi- 
librium adjustments the Walsh-Healey Act has not influenced 
labor conditions in the United States. 

It is interesting to consider whether this finding has any signif- 
icance, first, for labor legislation in general and, second, for con- 
tract legislation in general. 

The conclusion has no significance for general labor legislation. 
The essential characteristic of the Walsh-Healey Act which has 
made nullification possible and inevitable is the voluntary nature 
of compliance. A compulsory general wage or hour law cannot be 
vitiated in the same manner. Interchange of workers within a 
plant is impossible because all workers are covered. Interchange 
of business between firms in an industry and interchange of work- 
ers between firms in an industry are impossible because all firms 
are covered.” 

The significance of the finding to regulation covering only gov- 
ernment contractors is almost equally clear. If it is compulsory 
compliance which distinguishes the Walsh-Healey Act from gen- 
eral-coverage wage and hour laws, it is voluntary coverage which 
likens it to the Buy American Act, the Vinson-Trammel Act, the 
Miller Act, the Eight Hour Acts, the Bacon-Davis Act and the 
Anti-kickback Act and similar emergency legislation, the collec- 
tive-bargaining section of the Bituminous Coal Act, and the vari- 
ous state acts which attempt to control economic life through 
the contract power.*4 In some instances there may be special rea- 
son why substitution cannot take place. The Miller Act, which 
merely provides for government contractors a type of control 
already exercised over all other construction work, is an out- 

23 If, however, a general minimum-wage law established differential minimums 


for different industries, substitution of workers between industries provides an 
avenue of escape. 


*4 An exception must be noted for regulation of any industry for whose products 
the government is the only, or the overwhelmingly most important, buyer. Ship- 
building is, however, the only such industry. The aeroplane industry may enter this 
category in the future. Where this situation prevails, coverage is, in effect, com- 
pulsory. 
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standing example. But, in general, the principle of substitution, 
operating in the ways described above or in analogous ways, will 
insure that legislation attempting to exercise control through pur- 
chasing contracts will be devoid of influence. Substitution will 
be more difficult in the case of some laws, such as the Bacon- 
Davis Act, than in that of the Walsh-Healey Act. In others, such 
as the Buy American Act, where merely the interchange of im- 
ported and domestically produced goods would suffice, it will be 
easier. In general, it is certain that attempts to control economic 
life through the medium of government purchasing will be inefii- 
cient and ineffectual. 





ANTHROPOLOGY AND ECONOMICS* 


FRANK H. KNIGHT 
University of Chicago 


T SHOULD be said at once that this reviewer discusses this 
book from the standpoint of his own specialty—economic the- 
ory, including economic methodology and pedagogy. Those in- 

terested in a review from the standpoint of the author’s own 
specialty will naturally consult the appropriate anthropological 
mediums. It should also be said that the discussion will be frankly 
critical in tone. This is justified, in the writer’s mind, by the im- 
portance of the book itself, as an able pioneer effort in a field which 
has long been crying for cultivation. That field, in general terms, 
is the interrelations of the different social science disciplines, and 
the objectives clearly in the mind of the author are more effective 
collaboration, and less mutual misunderstanding and criticism, be- 
tween the workers in the different branches of social science. It is 
the reviewer’s hope, by a critical examination of this work, and 
specifically by pointing out what seem to be errors and shortcom- 
ings, in nowise to “blame”’ the author but to contribute something 
to the promotion of the cause in the interest of which the book it- 
self was written. 


By way of introduction, we may make use of the first aid to 
reviewers kindly provided by the publisher, in accord with time- 
honored custom, on the dust jacket; and, first of all, of some parts 
of a statement from the anthropologist, Professor Ralph Linton of 
Columbia University. Says Professor Linton: “This book is the 
first general survey of the field of primitive economics to appear 
since the development of adequate techniques for the study of 
primitive institutions.” So far, there can be no disagreement; and 

‘A review of The Economic Life of Primitive Peoples, by Melville J. Herskovits. 
New York: Alfred A. Knopf, 1940. Pp. xii+492+xxviii. $4.50. The title above is 
that of chap. ii of the book itself; this chapter has also appeared as an article in 
the Journal of Social Philosophy, Vol. V, No. 2 (January, 1940). 
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he might have added that it is unquestionably a book which de- 
serves characterization as a “monumental” as well as a path-break- 
ing achievement. When Professor Linton goes on to say that “the 
findings of modern ethnological work” are “presented in a form 
which makes them intelligible to economists,” one is not quite sure 
of his meaning or of his right to speak exactly as he does. Finally, 
when Professor Linton says: “It is made clear that the economic 
problems of ‘primitive’ man are essentially the same as our own and 
that many of them can be studied even better in ‘primitive’ socie- 
ties, because they manifest themselves in simpler form’’—a the- 
oretical economist who has read the book with care may be tempted 
to remark that he simply does not know what he is talking about, 
and, in so far as he is speaking the mind of its author, the same 
observation applies to him also. 

On the other hand, Professor Herskovits himself places in the 
foreground of emphasis “the differences? between our economic sys- 
tem and the economics of primitive peoples. He analyses produc- 
tion, exchange, and distribution in non-literate societies .... 
searches out the nature of the property concept [and considers 
how] a surplus [is] produced ....”’ etc.—all, inferentially, with 
the emphasis on the differences (quoted from jacket flap). He ex- 
plicitly says: “In short, capitalism as we have come to know it 
since the advent of power machinery, is foreign to primitive econ- 
omies” (p. 12). And again: “Yet another distinction between ma- 
chine and non-machine societies lies in the development of that 
tradition that may be subsumed under the heading of business 
enterprise, as we know it” (p. 17). But, on the other hand, again, 
he tells us that “except for the business cycle itself, practically 
every economic mechanism and institution known to us is found 
somewhere in the primitive world”’; and also that “the distinctions 
to be drawn between primitive and literate economies are conse- 
quently those of degree rather than of kind” (p. 448). Since to 
most philosophers all differences in kind are ultimately differences 
in degree, neither set of statements can be disputed! And it is hard- 
ly necessary to emphasize either the difficulty confronted by Pro- 
fessor Herskovits in making satisfactory general statements about 


2 Italics mine. 
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the similarities and differences between primitive (nonliterate) 
economies and our own, or the similar difficulty confronted by a 
reviewer in making general statements by way of criticizing the 
book. 

However, as must be said, the book as a whole makes it clear 
that in using the terms “capitalism” and “free enterprise,’’ Profes- 
sor Herskovits shows little comprehension of what they mean in an 
economy such as that of the United States in the era of liberalism, 
and to a competent analytical economist. By way of definition of 
“business enterprise,” our author continues (p. 17): “As will be 
demonstrated, practically no present day human group is self-sup- 
porting, and there is good reason to believe that trade existed in 
quite early prehistoric times. Where the localization of natural re- 
sources decrees tribal specialization, . . . .” etc.—proceeding with a 
discussion of intratribal commerce. And the next paragraph deals 
with “sparring between primitive traders for advantage,” in con- 
trast with the fixation of prices in exchange by “traditional usage,” 
and the contrast between modern and primitive “traditions of trad- 
ing” in terms of personal versus impersonal attitudes. And in con- 
nection with the earlier citation above (pp. 11-12), “business enter- 
prise as we know it”’ is defined first in terms of “buying to sell at a 
profit” and then as “‘the exploitation of labor” and the existence of 
a “labor market.” Such phenomena in primitive society are char- 
acterized as “of some importance,” and “not inconsiderable,’’ and 
then as never attaining “a place in any measure comparable to 
[their] importance in our own economic order.”’ These last phrases 
are quoted to show the difficulty of generalization, already men- 
tioned, rather than in criticism of the author. In fact, neither (for- 
eign) trade nor buying to sell at a profit nor sparring for advantage 
is a distinctive feature of “free enterprise as we know it,”’ while the 
impersonal attitude (which excludes bargaining!) and a labor mar- 
ket are really distinctive. 


The opportunity for usefulness of this review essay is that of 
considering what contribution to the solution of general economic 
problems might be derived from a study of anthropological data, 
presented in such a way as to bring out their relevance. It is to be 
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admitted, and even emphasized at the outset, that there is no great 
clarity, to say nothing of unanimity, among economists them- 
selves, as to the nature of the problems. Consequently, no severe 
criticism of Professor Herskovits is involved in saying that he did 
not achieve such clarity through the study of economic writings, 
which he obviously undertook, at some length, as preparation for 
writing his book. He may well even have been confused by it. He 
can hardly be “blamed,” either, for leaning heavily upon the 
definition of economics given by the outstanding authority in the 
past generation among economists themselves, namely, Alfred 
Marshall, or for taking toward economics and its methodology the 
general position of numerous members of economics faculties— 
the “institutional economists’’ (but cf. pp. 41, 275). Marshall’s is 
quoted as “probably the best known definition” (p. 29): “Politi- 
cal Economy or economics is a study of mankind in the ordinary 
business of life; it examines that part of the individual and social 
action which is most closely connected with the attainment and 
with the use of material requisites of well-being.”” The author pro- 
ceeds to comment on the generality and inclusiveness of the defini- 
tion and to remark that the promise of Marshall’s definition is by 
no means realized, that his actual treatment is centered upon price 
phenomena and the activities of the market, and that “Marshall 
is concerned in everything but his definition with just those 
aspects of our economic system that are seldom encountered in 
other societies” (pp. 29-30). True enough; but the question is, in 
the first place, whether it is Marshall’s definition or his treatment 
which correctly represents the modern science of economics. 
Herskovits assumes that it is the definition; the verdict of a criti- 
cal appraisal from a standpoint of economics itself must certainly 
be the opposite. But the most careful study of Marshall will hard- 
ly yield any clear conception of the nature and objectives of 
economics as an analytical science. 

When we turn to Professor Herskovits’ specific criticisms, we 
find the statement: “That economic theorists have based their 
definitions and principles solely on data from one culture means 
that from the point of view of the comparative study of culture 
their ‘laws’ are the equivalent of a statistical average based on a 
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single case’’ (p. 28). Since a comparative study of cultures was the 
farthest thing from Marshall’s intention, this is sheer nonsense; 
and our author’s own further discussion is a tissue of contradic- 
tions. The beginning of any rational approach to the problems 
must be recognition that there are universal principles of “econ- 
omy’’—as indeed our author recognizes in his next sentence, 
which contrasts “the general principle of maximizing satisfaction 
which is valid’ and ‘“‘everywhere works in practice” with “more 
particular and less general propositions,” the validity of which in 
cultures other than our own remains in question. It also goes 
without saying that there are such less general propositions, such 
as those relating to markets, enterprise, etc., which apply where 
they do apply; and the habit among economists of making the 
bulk of the content of their treatises deal with those which apply 
in our own culture misleads no one and hardly calls for defense. 

As already suggested, the error, in so far as there is an error, on 
the part of an economist like Marshall is primarily in his defini- 
tion, but the use of such an all-inclusive definition has no doubt 
helped to obscure the argument itself. A satisfactory definition 
should certainly indicate something of the hierarchy, as to gen- 
erality, of the “principles” to be developed and the vast range of 
subject matter to be excluded in arriving at the actual content of 
the main field to be considered in detail. A definition like that of 
Marshall would, on the face of it, include the whole of tech- 
nology and all the empirical details of “economic” activity, mean- 
ing virtually all activity, over the whole world, and over all time, 
as far as any data exist for such “study” and “examination.” 
Marshall’s main error is failure to conform to the title of his book 
itself which (in all editions from the very first—in 1890) reads 
Principles of Economics. It is too universally understood to re- 
quire encumbering the title of a book on the subject by specifica- 
tion that a treatise with such a title deals with the principles of 
economics, distinctively as exemplified in “modern’’ culture. 
Undoubtedly the concept of “economy” in general usage includes 
technology; but in our culture no one would think of reading a 
book or attending a course on “economics,” without a modifier, 
for the purpose of learning either about any technical, concrete, or 
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descriptive aspect of our own economic life, or about the way in 
which the “principles” are exemplified in any other culture. 

The first essential weakness of Professor Herskovits’ opus is 
that it explicitly sets out to make anthropological data “‘intelligi- 
ble to economists” in the absence of any clear grasp on his part of 
any of the principles in which economists are interested and with 
which they deal, whether the most general principles involved in 
“maximizing satisfaction” or the “more particular and less gen- 
eral propositions” applicable to organized competitive markets or 
to “business enterprise as we know it.’’ Naturally, these less gen- 
eral principles do not apply where the phenomena to which they 
relate are absent; and, on the other hand, the most general prin- 
ciples are not different in different culture situations—exactly as 
the principles of mathematics are not different. 

It is the last point which needs emphasis, particularly in the 
present connection. Economics, in the usual meaning, as a science 
of principles, is not, primarily, a descriptive science in the empiri- 
cal sense at all. It “describes” economic behavior and uses the 
concept to explain the working of our modern economic organiza- 
tion and also to criticize and suggest changes. It is, of course, of 
some interest, in connection with the description, to point out 
contrasts between economic behavior and actual behavior, in our 
own and other culture settings, which does not conform to the 
principles as stated. But the interest in this contrast itself arises 
primarily out of the fact that the conceptual ideal of economic 
behavior is assumed to be, at least within limits, also a normative 
ideal, that men in general, and within limits, wish to behave 
economically, to make their activities and their organization “ef- 
ficient” rather than wasteful. This fact does deserve the utmost 
emphasis; and an adequate definition of the science of economics, 
as treated in modern textbooks, might well make it explicit that 
the main relevance of the discussion is found in its relation to 
social policy, assumed to be directed toward the end indicated, of 
increasing economic efficiency, of reducing waste. This practical 
objective requires that the discussion deal with principles as they 
operate in the setting of our own institutions. But an adequate 
definition of economics would require at least a long chapter in a 
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book, if not a volume, and the task cannot be further pursued in 
the scope of a review article. 


It is interesting to compare with Marshall’s definition of eco- 
nomics one cited from an anthropologist and presenting the an- 
thropological point of view. Professor Herskovits quotes (p. 39) 
from an especially authoritative recent volume: the definition of 
Dr. Ruth Bunzel: “The total organization of behavior with refer- 
ence to the problems of physical survival.” Such a conception can 
produce nothing but confusion; and, as further matter quoted by 
Herskovits shows, the author herself is immediately involved in 
contradiction by referring to “material needs” and especially by 
stating as one of three “ ‘complementary principles’ which are to 
be discerned in the functioning economics that satisfy wants’’ a 
“psychological principle” which is “concerned largely with the 
general question of value in the widest sense, the structure of the 
personality that determines choice and the attitudes that animate 
institutions.” The confusion here is surely too obvious to call for 
detailed comment. Economic activity in the inclusive meaning 
certainly must include all activity which involves the economy of 
means, quite regardless of the end or purpose which is in view and 
motivates the action. The cost of living, even in the narrowest 
sense of the term “cost,” always depends on the “standard”’ of liv- 
ing, which is chiefly an aesthetic category, and in a sense in which 
aesthetics includes all values; but discussion of these problems is 
not the task of economics. 


The very first “crying need” of social science in general, at the 
present juncture in history, is clarification on the old, old question 
of the relations between induction and deduction. The point of 
this observation just here is that to no small extent this means in 
practice the relation between other social sciences and economic 
theory. For the latter is the one social science which effectively 
uses inference from clear and statable abstract principles, and 
especially intuitive knowledge, as a method. In contrast with it, 
all other social sciences are empirical, including those which use 


3 General Anthropology, edited and partly written by Professor Franz Boas (New 
York, 1938). 
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the word “economics” (or “economic’’) in their designation— 
though it should go without saying that no science can be at once 
social in any proper sense and empirical in at all the sense of the 
physical sciences. This relationship between observation, induc- 
tion from observations, and inference from “a priori” principles 
forms the very pivot of the problem of collaboration between the 
social sciences, and specifically of collaboration between economic 
theory and the “quasi-empirical”’ sciences of history, sociology, 
and anthropology, including institutional—one might say an- 
thropological—economics. An essential feature of the situation is 
that all these sciences are distinguished primarily not by differ- 
ences in the subject matter, in a designative sense, with which 
they deal, but rather by centering upon different features or 
aspects of the same phenomena. The principles of economy are 
known intuitively; it is not possible to discriminate the economic 
character of behavior by sense observation; and the anthropolo- 
gist, sociologist, or historian seeking to discover or validate eco- 
nomic laws by inductive investigation has embarked on a “wild 
goose chase.’’ Economic principles cannot even be approximately 
verified—as those of mathematics can be, by counting and 
measuring. 

One of the main obstacles to effective co-operation is the hos- 
tility to principles, and specifically to economic principles, which 
is a universal bias on the part of those who work with the more 
empirical aspects of social phenomenon. This bias appears in Pro- 
fessor Herskovits’ book in the form (among others) of several 
rather scornful animadversions to the “economic man’’ (pp. 33, 
37, 57, etc.; and note Index!). Now the concept of the economic 
man is merely an analytical, essentially terminological, device for 
referring to the economic aspect of behavior, an aspect universal 
to all behavior in so far as it is purposive (or even unconsciously 
telic, since we can speak of plant economy). The convenience of 
the concept amounts to necessity, if economists and other social 
scientists are to avoid the sort of confusions in their thinking that 
are here pointed out. Yet the scientific and logical “morals” of 
theoretical economists themselves, not to speak of divergent and 
more or less antagonistic “schools,” have been so corrupted by the 
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bias for empiricism in our intellectual mores that the term, which 
was current in the literature a century ago, has virtually dis- 
appeared from usage even in that specialty. 

The philosophical problem of the distinction of categories, or 
interpretive aspects of social phenomena, cannot be developed at 
length here. But it may be useful to observe briefly that at least 
four or five quite “fundamental” categories have to be recognized. 
The first is physical mechanism, though the fact that man is first 
of all such a machine is no doubt rather to be taken for granted as 
a substratum than explicitly brought into the discussion of social 
phenomena. And the same is partly true of the second category, 
the biological view of man, the distinctive notion in which is 
unconscious teleology. In a critical-philosophical sense, this cate- 
gory includes a considerable range, from the features which man 
has in common with the lowest plant life, through the “‘instinc- 
tive’ behavior (individual and social) of animals and the “‘institu- 
tionai” aspects of human social life itself. But a workable classifi- 
cation should probably separate at least the last, as a third evolu- 
tionary and logical level of existence, because it is virtually dis- 
tinctive of human phenomena. 

But what is finally, and almost uniquely, distinctive of human 
phenomena is the aspect of conscious purpose, or rationality. 
However, clarification of notions, even at an elementary level, re- 
quires emphasis upon a sharp differentiation between two main 
aspects of rationality itself. At a “lower’’ level (fourth in our se- 
ries) rationality means economic rationality, which again means 
the deliberate, problem-solving, designed, or planned use of means 
to realize given ends. But human behavior or conduct also in- 
volves a “higher” form of rationality, namely, deliberation about 
ends. This is also a virtually or quite universal aspect of conduct, 
along with the economic. Purely economic behavior, in which 
ends are given and only the use of means in realizing them is 
“problematic,”’ is rather an analytic abstraction, a “limiting case”’ 
hardly exemplified in reality, though indispensable for discussion, 
because discussion must proceed analytically. Deliberation about 
ends as problematic takes many forms, but they do not call for 
analysis here. 
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Another vital consideration in connection with co-operation be- 
tween social sciences is the “human equation” in the scientists 
themselves. Any social scientist should early learn to recognize 
the fact that “man’”’ (in our culture, if not universally) including 
himself and his fellow-scientists, is a competitive, contentious, and 
combative animal, given to self-aggrandizement, and inclined to 
make this end justify nearly any means. We are all anxious to co- 
operate, provided it means having others co-operate with us and 
learn from us! This human trait is copiously exemplified in most 
social science writing, especially that which comes in contact with 
methodological problems in any way, and Professor Herskovits’ 
chapters dealing with general problems are no exception. A con- 
spicuous example .is his quotation of economic generalizations 
from fellow-anthropologists (e.g., on p. 29) and from such “econ- 
omists” as Karl Biicher (see references in Index—incomplete as 
usual), who, if he was either an anthropologist or an economist, 
was decidedly the former, with the evident motive of putting 
“economists” in the wrong. And this same “human, all too hu- 
man”’ motive is also the natural explanation of many confused, 
contradictory, and absurd general statements in the author’s con- 
structive argument. 

Naturally enough, the same type of argumentation, ad homi- 
nem, is also used against fellow-anthropologists as such. Early in 
the book, as would be expected, we encounter the characteristic 
scorn of the modern “enlightened” anthropologist for the notion 
of evolutionary “stages” in economic life and systems, which is 
extended to the distinction between “types” of economy (e.g., 
pp. 61, 457). The author cites, as a bad example, the use of the 
term “preliterate”’ instead of “non-literate” (p. 35). Does he real- 
ly think that serious scientific error will result from implying that 
men were nonliterate before they were literate? Similarly, in a 
late chapter (p. 357, also p. 399), he insists upon using the notion 
of “degree of complexity of economic organization”’ instead of 
“evolutionary stage,”’ and the same question applies. Of course, 
such notions must be used “intelligently,” as in general they 
probably have been, though doubtless not always. But surely no 
serious student needs to be warned against the implication that 
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human development has proceeded by a uniform linear serial se- 
quence, with exact uniformity over the whole earth at a particular 
date in evolution or history. Rather, what he does need to be 
warned against is the disposition, already hinted at, of imputing 
stupidity to other writers, when at least a moderate degree of in- 
telligence would be a more reasonable assumption. It is, however, 
important to emphasize that practically all “early” features of 
human nature and social organization persist in the modern, most 
highly civilized peoples. Evolution, prehistoric and historic, has 
for the most part taken the form now familiarly referred to as 
“emergent” in which new developments are superposed upon and 
incorporated into the older pattern, adding cumulatively to the 
degree of complexity and pluralism. 


The list of kinds of emotional bias which corrupt scientific 
study and exposition, and which are exemplified in this book, 
cannot be left without mentioning one in particular, which is per- 
haps the most serious of all. The author illustrates tradition- 
alism and unwillingness to change in our own economic organiza- 
tion by referring to “the vitality of the concept of laissez-faire in 


the face of changes in the mechanical phases of our economy that 
have deprived this point of view of all but that justification which 
psychologically, is the strongest of all, the appeal to traditional 
usage” (p. 61). As a matter of fact, this statement illustrates at 
the same time two fundamental forms of bias. On the one hand, it 
exhibits a political position, or attitude, not to say a prejudice; 
and, on the other hand, it is surely questionable to bring such 
evaluations into descriptive exposition without considering (a) the 
conceivable alternatives of the institution condemned, (0) their 
merits and demerits in terms of all that would be involved in any 
hypothetical substitution, and (c) the concrete possibilities and 
costs of change. 

Another example of the corruption of scientific morals by politi- 
cal romanticism is found in our author’s repeated statement that 
“planned scarcity on the scale on which it exists among ourselves 
is indeed unique” (p. 448, also p. 10). The merits of the political 
position exhibited or insinuated in these statements is not a sub- 
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ject for discussion in this review; the question of fact involved will 
call for notice later. But it is interesting to note the emotional 
appeal which the conception of a well-managed penitentiary or 
orphan asylum as a social ideal (the meaning of a planned or 
regulated economy) so commonly exercises upon the minds of 
writers about society from any point of view other than serious 
and competent study of the problems of social betterment through 
social self-transformation by political action along economic lines. 
The second romantic bias illustrated (if it is not a form of the 
same one) is perhaps even more interesting, since it is the precise 
antithesis of the one which the author’s statement is intended to 
illustrate; it is the emotional disposition to iconoclasm. This is per- 
haps as common and perhaps also as serious as the prejudice in 
favor of conservatism, or the rationalizing adulation of the insti- 
tutions and usages of a writer’s own culture. 


Discussion in further detail of the anthropologist’s failure to 
understand the meaning of economic concepts must be omitted 
here because of limitations of space. It can only be set down as a 
dictum, from the point of view of the special student of economic 
theory, that Professor Herskovits, in constantly making use (as he 
must) of such general concepts as production, wealth, capital, 
money—and especially the treacherous notion of an “economic 
surplus,”’ which constantly recurs—shows a conspicuous lack of 
understanding of what such terms have to mean if they are to be 
fruitfully employed in economic discussion or if their use is to 
result in clarity rather than confusion. To be sure, it should again 
be noted, by way of extenuation, that a writer from any other 
field would find the greatest difficulty in getting adequate light on 
these matters from any sampling of the writings of economists 
such as he could readily make, or without intensive study of care- 
fully selected recent literature. The notion of “labor” as a meas- 
urable magnitude (intrinsically an aspect of the general economic 
problem of value) should be added to the list, as an especially 
egregious case, from both points of view, i.e., the confusion in this 
book and also in a large proportion of the recognized authorities 
in the main tradition of economic theory itself. 





ANTHROPOLOGY AND ECONOMICS 259 


It would be natural and proper to ask which, if any, of the 
“errors” referred to really make a serious difference for the argu- 
ment as a whole, for such conclusions as may be said to follow 
from it, and for its general usefulness. To some extent, certainly, 
they are relatively “harmless,’’ at least to economists. Their sig- 
nificance, as confirming belief in man-in-the-street economic prej- 
udices in the minds of noneconomic social scientists, is more im- 
portant. Similar observations no doubt apply, mutatis mutandis, 
to the errors of economists in making use of references to “primi- 
tive society”’ in economic exposition, on which anthropologists are 
fond of dilating. Such discussion of this problem as is allowable 
here can best be given by discussing the more general question as 
to “what use’”’ anthropology can be to the economist, either in his 
own thinking and investigation or especially in the teaching of his 
subject. 

The first observation under this head must be to emphasize the 
point as to harmlessness just mentioned in the opposite relation- 
ship. One thinks immediately of Adam Smith, whose “‘romantic”’ 
archeology has been satirized in particular by Veblen, posing as 
an anthropological specialist (with what justification is not in 
question here; the question would raise large issues as to the rela- 
tion between science and satire in Veblen’s work as a whole). As 
to the significance of such allusions in economic exposition, the 
answer must be that it usually makes little or no difference 
whether the comparisons are anthropologically authentic or not. 
Indeed, we probably should not stop here; it would seem to be 
definitely requisite in the teaching of economics to bring out prin- 
ciples affecting our own institutions by means of comparisons be- 
tween our own and “simpler” societies and at the same time out 
of the question to make the comparison refer to any particular 
society or social type as reported by anthropological investiga- 
tion. The reform which would be in order from this pedagogical 
point of view would be to make it clear in all such comparisons 
that the situation used for contrast is a hypothetical one, and to 
describe it clearly as such, in the points actually significant for the 
purpose in view. In fact, all that is really called for is a “reason- 
able” interpretation of the literature as it stands, in line with the 
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suggestion already made. But teachers and writers in economics 
might be admonished to make it explicit, perhaps by the use of 
some such phraseology as a “/ypothetical primitive society,”’ what 
they are doing—in so far as they consider it important to avoid 
contributing to the entertainment of anthropologist-critics or 
nourishing their “superiority complexes.”’ 

The chief requisite for better mutual understanding between 
economists and anthropologists is that the latter should have 
some grasp of the categorical difference emphasized above be- 
tween economics as an exposition of principles—which have little 
more relation to empirical data of any sort than do those of ele- 
mentary mathematics—and as a descriptive exposition of facts. 
From the opposite point of view, there is this important differ- 
ence—that any intelligent or useful exposition of facts impera- 
tively requires an understanding of principles, while the need for 
facts in connection with the exposition of principles is far more 
tenuous, and the “facts” which are really in question need not be 
facts at all in the sense of actuality for any particular point in 
time or space, provided they are realistically illustrative. 


Beyond the admonition mentioned, it would be highly desirable 
on general grounds for economists to know more about the facts of 
economies other than their own. Even if no direct use is made of 
it, such knowledge would be fertile in suggestion of facts, rela- 
tions, and principles in one’s own economic system which might 
otherwise escape observation because of the well-known psycho- 
logical principle that what is too familiar is very likely to be over- 
looked. From this point of view, again, “authentic’’ facts are not 
necessarily more useful than travelers’ tales based on superficial 
and largely false impressions—the bane of modern anthropological 
science—or even outright fiction or poetry. A good economist cer- 
tainly needs both the proverbial “broadening” effect of actual 
travel and a wide range of reading in history and all branches of 
literature; and knowledge of scientific anthropology will be useful 
in much the same way. 

It is undoubtedly true that, if economists are going to teach 
anthropology, they should know something about it and not teach 
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too much that “isn’t so.” But, again, the main sin of this sort 
calling for expiation and reformation is on the other side. The 
teaching of utterly false and misleading economics (and putting 
economists in their place) is a favorite practice in the classrooms 
and textbooks of the other social sciences. Moreover, until such 
time as a sweeping reformation shall be accomplished in the 
understanding and use of economic principles by historians, sociol- 
ogists, and anthropologists, in the presentation of their own sub- 
jects, it will be difficult to the point of impossibility for the econ- 
omist to make much use of “authentic” data from these other 
fields. For, in the absence of such understanding—and of much 
more caution in making statements whose meaning depends upon 
it—the economist cannot trust the statements of fact and can, 
after all, use them only as hypothetical or imaginative and sugges- 
tive. 

One important fact which the economist can really learn from 
even a cursory perusal of the volume before us is the virtually 
infinite variety in the ideas and institutions of primitive peoples 
which are connected in one way or another with the economic side 
of their lives and problems. Even a moderate dose of this material 
should suffice for the admonition already mentioned—that the 
economist should distinguish between authenticity and the hypo- 
thetical character of primitive or simpler social situations used for 
purposes of comparison and contrast. He should at least realize 
that practically any simple generalization in this field, which 
would be significant for his purposes, is probably indefensible as a 
descriptive statement in the absence of an understanding of the 
culture context as a whole. He would then avoid any appearance 
of teaching anthropology as such, unless he uses, in its entirety, 
some actual and full report of a particular society at a particular 
date by an anthropologist accepted in his own profession as 
reliable. 


The need of the economist (as pedagogue) for simpler condi- 
tions to contrast with those of our own culture suggests the ques- 
tion as to what general contrasts, if any, can be made between the 
economic life and organization of “non-literate” peoples and our 
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own, beyond such commonplaces as the fact that they did not 
have modern machinery and technology. Professor Herskovits 
discusses this topic of differences in his introductory chapter, en- 
titled “Before the Machine’’ (already referred to). Perhaps the 
most important specific question has to do with stability versus 
change and progress and with the closely related contrast between 
the individual liberty in economic matters which is a character- 
istic of modern Western civilization and the commonly reported 
and accepted prevalence of a fairly rigid control by custom in 
“early” economic life. On this point, Professor Herskovits has a 
good deal to say, but it is difficult to interpret. In his general 
chapter on production (chap. iii, “Getting a Living’) he makes 
the following categorical statement (p. 60): ‘‘As a matter of fact, 
the brief history of these peoples in contact with those who could 
write of them, has given us quite sufficient grounds for holding 
that as regards both their willingness to accept inner change and 
outer borrowing they are no different from other people.” And 
this is the view which is chiefly emphasized whenever the question 
comes up explicitly—notably in chapter x on “Consumption and 
Capital Formation” and chapter xi on “The Nature of Primitive 
Property.’’ (This last and the three following chapters, dealing 
with various forms of property, are the most informative and il- 
luminating of any in the book for the student of economics and 
particularly of “institutional” economics.) The emphasis is on the 
fact that in different societies, including our own, “‘taboos”’ differ 
chiefly in being effective in connection with different activities or 
aspects of social life. 

But the general argument is largely contradicted by specific 
data; and, in particular, it is rendered dubious by statements re- 
garding taboos in our own society which clearly cannot be taken 
at their face value, which at best might be defended as literary 
exaggeration for the sake of emphasis. For example, in the para- 
graph following the citation just given (in connection with the 
reference to the institution of laisser faire, already cited in another 
connection) the statement that our culture is receptive to tech- 
nological innovations but not to those of an organizational sort 
can only be characterized as false to the facts and based on politi- 
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cal prejudice. It is enough to mention the proliferation of corpo- 
rate and other forms of business enterprise, revolutionary reorgan- 
ization of market institutions, etc. And at the level of social-polit- 
ical action there has been a corresponding growth of public enter- 
prise, while the volume of regulatory legislation and case law is 
such that, as legal authorities tell us, it would tax the utmost 
capacity of any human being to read it all. The outstanding fact 
of the history of the past two generations is not the dominance of 
taboos against change but, on the contrary, the growth of a gen- 
eral and uncritical clamor for revolutionary change in our funda- 
mental economic institutions and organization as a whole. This 
situation goes back to and overlaps in time the preceding revo- 
lutionary period in which the doctrine and system of economic 
freedom called laisser faire became established. On the issue as 
to primitive society, a smatterer in the literature cannot help 
noting a radical change in the tone in recent years in the direction 
of Professor Herskovits’ position, i.e., indicating that the degree 
to which primitive society is custom bound and in consequence 
problem free was previously exaggerated. Common-sense reason- 
ing leads one to suspect a tendency now to swing to exaggeration 
in the opposite direction. 


In relation to the same problems we are also brought back to 
the question of fact raised by Professor Herskovits’ references to 
planned scarcity as a unique feature of our own economic civiliza- 
tion. As to conditions in the United States specifically (and other 
countries are different only in detail and in degree) it is a com- 
monplace among competent economic analysts that the great bulk 
of the planned scarcity which is real is either the direct and in- 
tended effect of governmental policy (the “New Deal’’) or is a 
consequence which any such economist would have predicted of 
economically indefensible policies intended to alleviate the condi- 
tion of depression during the past decade (hence going back of our 
New Deal administration). That such policies were advocated by 
economists of repute merely points to the sad state of economics 
as a science and incidentally to what is perhaps the major prob- 
lem of free society; we mean the problem of any intellectual 
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leadership being effective or getting attention which stands for 
ideas or policies very different from the conceptions and prej- 
udices of the man in the street. Apparently Mr. Herskovits re- 
gards the N.R.A. and the A.A.A., and the wages-and-hours law, 
as exemplifying the prevalence in our society of taboo against any 
departure from the policy of laisser faire! 

The only economic meaning which planned scarcity can have in 
private business is monopoly. Data scattered through Professor 
Herskovits’ book itself, as well as “common knowledge” about 
conditions in pre-industrial society, above the most primitive 
level at least, make it fairly clear that, in relation to totality of 
economic life, monopoly is more important in such societies than 
it is or has ever been in our own. This is surely true if we except 
monopolies created or fostered by governmental action and “‘nat- 
ural” monopolies which have always been recognized and treated 
as calling for public action of some sort. The writer does not need 
to be reminded that this is not the view of the man in the street, 
or even of many “economists,” and he takes it for granted that 
his own statement will be imputed to political prejudice by those 
who do not agree with it. It is not, indeed, implied that planned 
monopoly does not present a significant problem, actually and 
potentially. But unquestionably the most serious phase of this 
problem itself is the kind of action to which it moves the public 
mind in the effort to do something about it—on the basis of a 
wildly exaggerated opinion of the amount of monopoly power pos- 
sessed and exercised by producers and a gross misconception of 
the nature of the real evils of monopoly and of the problems 
raised. The real, root problem is again found in a well-recognized 
trait of human nature, the urge to explain any supposed evil by 
finding an “enemy” and to deal with it by “liquidating” some- 
body. 


The problem of change versus stability presents a major issue 
of policy on which the study of primitive society might con- 
ceivably throw some light. This is the question of the gains and 
losses involved in individual economic liberty, in comparison with 
a greater stability which, in theory at least, might be had through 
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a greater emphasis on the folk wisdom presumptively embodied in 
the traditions of the past, enforced by authority. Perhaps we 
ought educationally and in our laws to emphasize the sanctity of 
tradition as such—including the authority of functionaries whose 
authority rests upon tradition or upon religious grounds. Ob- 
viously, this is a political rather than a distinctively economic 
problem, and beyond that is one of social psychology and the 
mechanics of institutional permanence and change. The present 
writer has no opinion to put forward here in this field; he merely 
suggests the possibility of drawing some “inductions” from the 
widest possible view of the experience of the race as to the nature 
of man and institutions (or the absence of any such “nature’’) 
for ascertaining the given conditions of the problem of change, 
including the prevention of undesirable changes. 


As a last observation, we return again in a sense to the mean- 
ing of the “economic category” as an element in individual and 
social life and specifically to the fact that it is an element or aspect 
of varying meaning and importance in all conscious activity what- 
ever. Professor Herskovits repeatedly and almost constantly con- 
victs himself of accepting another naive conception of the man in 
the street as to the meaning of “utilitarian” considerations. Of all 
the fallacious and absurd misconceptions which so largely vitiate 
economic and social discussion, perhaps the very worst is the no- 
tion—exemplified in extreme form in the citation from Dr. Bunzel, 
given above (but later, as pointed out, contradicted in the same 
passage)—that an interpretation of utility, or usefulness, in bio- 
logical or physical survival terms has any considerable significance 
at the human level. A discussion of human society, even if re- 
stricted to “economic” life in the narrowest meaningful inter- 
pretation, must unquestionably relate as much or more to what 
may be called the “higher values” as to “subsistence”’ in the sense 
of physical nutrition and protection from the elements. As all an- 
thropological data themselves clearly show, such a conception of 
“subsistence” in connection with man is meaningless to the extent 
that man is human. One thing that must strike the attention of 
any critical reader of this book is the absence of any consideration 
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of the economic side of the distinctively human aspects of life, 
such as the universal craving for beauty and for play or recreative 
activity. 

Indeed, the general impression given is rather worse than this 
statement indicates. The author (following Veblen!) virtually 
treats all interests and activities above the purely animal level as 
wasteful and as expressing an immoral struggle for domination 
and display. He devotes a full-length chapter (chap. xviii) to 
“Wealth, Display and Status,” and it is the main theme of an- 
other chapter (xv) on “Population, Size, Economic Surplus and 
Social Leisure.” In the latter chapter we read the following re- 
markable statement: “From all parts of the world, materials are 
thus on hand to make clear that primitive societies everywhere, 
producing more goods than the minimum requirement for the sup- 
port of life, translate their economic surpluses into the social 
leisure which is only afforded some members of the community— 
persons of privilege supported by this excess wealth” (pp. 369- 
70). And the same thought pervades two further chapters—chap- 
ter xvi on “Cost of Government” and chapter xvii on “The Serv- 
ice of the Supernatural.” 

To be sure, a writer of intelligence could hardly be so blinded by 
a theoretical prepossession as to be quite so consistently wrong as 
we have indicated. Near the end of chapter xv, we do find the 
following: “Nor is it intended to suggest that members of the 
leisure class [two groups, those who govern and those who com- 
mand techniques for placating and manipulating the supernatural 
forces of the universe] occupy their time purposelessly, or that 
they are not often hard-driven by the cares and preoccupations of 
their obligations toward the groups from which they derive their 
support” (pp. 371-72). But surely the statement is primarily in- 
teresting for the ambiguity of its implications! Incidentally, what 
is meant by population size in chapter xv is the size of the social 
or political unit; this is rather incidentally treated in two para- 
graphs, and there is no consideration anywhere of population 
density or of the relation between population and resources, hence 
none of the vital question as to how population comes to be 
limited so that there is an “economic surplus.’”’ We are certainly 
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justified in saying that politics and religion, as well as art and 
recreation are practically viewed in Veblenian terms, as non- 
utilitarian and “‘invidious”’ activities. 

As to the aesthetic side of life, we have noticed the word “art” 
just once in the book. This is in the concluding chapter (p. 465), 
where social organization, religion, and art are contrasted with 
economics as aspects of primitive life about which our knowledge 
is already relatively satisfactory. (Neither this word, nor any 
close synonym appears in the Index.) As to recreation, there are 
two references to sport (pp. 389, 483), in both cases as a leisure- 
class activity in Polynesia. 


In conclusion, it is in order to repeat and re-emphasize the 
statement that this review has been written with the exclusive aim 
of making some constructive contribution to the problem of col- 
laboration between social science disciplines in a particular case— 
economics and anthropology—where the opportunity and perhaps 
the need for collaboration is especially obvious. If apologies are in 
order for making the discussion excessively critical in a negative 
sense, they are offered unstintingly. But however unconvention- 
al, and quite possibly wrong, the view may be, the writer does not 
consider the main usefulness of a book review to consist in the 
dispensing of praise and blame. Our strictures, in so far as they 
are such, would apply as well to a similar discussion as it would be 
written from the point of view of any social science other than 
economics (and in part including economics, mutatis mutandis). 
Indeed, much more damage is actually done in the way of lending 
scientific and scholarly sanction to economic fallacies and popular 
prejudices by sociologists, and especially by historians, than is 
done or threatened from the direction of anthropology. Professor 
Herskovits himself has not been sparing of criticism; but, while 
his language often borders on the scornful tone, it is all in good 
temper, read in the total context. 

As already stated, the book is a pioneer effort in its field, and as 
such has the merits and the shortcomings to be expected in a 
“path-breaking”’ work. Moreover, a perusal of it will prove of 
great value to economists in many ways. As also suggested, the 
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damage it is likely to do, if any, is rather to readers from the other 
social sciences, notably anthropology itself; but the danger is 
probably not very great of making the situation worse than it was 
before. Moreover, let us also repeat that the errors which we 
think we have found, and which we have endeavored to point out, 
solely in the hope that doing so in the clearest terms may con- 
tribute to their correction or mitigation in later work (we may 
hope especially in a later re-working of the material by the same 
author) are not at all “original’’ with Professor Herskovits or 
peculiar to him. And we have also tried to emphasize that, if they 
are to be blamed upon anyone, it should be, above all, on econ- 
omists as a group. As is well known, this profession is largely a 
shambles in consequence of the activities of men of the cloth who 
clamor for the substitution of history or sociology or anthropology 
—or “most anything”—for economics. The tragic failure of social 
scientists in all branches to see that the disciplines and “ap- 
proaches” are complementary and that the problem is more effec- 
tive co-operation, not mutual destruction, is merely an aspect of 
the naive positivism consequent upon the triumphal march of 
physical science in the modern age. 

Thus the errors and prejudices of this book are an integral part 
of the prevalent mores of social discussion, which social scientists 
have made little headway in overcoming. It is a sobering com- 
mentary that they have largely grown out of the development of 
“‘science”’ itself. By a false analogy the spectacular success of the 
natural sciences has inspired a misdirected endeavor to apply the 
same empirical categories in the field of social phenomena, where 
the relevant data and the problems are of an entirely different 
character. The resulting prejudice against intuitive knowledge 
and against deductive reasoning and the recourse to interpreta- 
tion is the root of the main difficulties in the way of social science 
in general becoming either true or useful. There will be little hope 
of overcoming them until they are clearly brought to attention; 
and a review of Professor Herskovits’ notable volume seemed to 
present an appropriate occasion for making an effort in that 
direction. 





ECONOMICS AND ANTHROPOLOGY 
A REJOINDER 


MELVILLE J. HERSKOVITS 
Northwestern University 


ROFESSOR KNIGHT’S critique’ of my book, The Eco- 
nomic Life of Primitive Peoples, is so much a profession of 
scholarly faith that it is not easy to comment on what 

he says without indicating something of the fundamental point 
of view implicit in my own approach to those problems of social 
science with which I have been concerned. This is not to say 
that his comments are to be regarded as other than gratifying, 
or than having the potentialities which any well-conceived, 
constructive criticism must have. Too often interdisciplinary 
studies are permitted to remain unilateral attempts to under- 
stand subjects which impinge on several disciplines and are thus 
doomed to fail of their purpose, since only discussion by many 
specialists concerned with such problems can achieve a true 
cross-disciplinary attack. Hence what Professor Knight has to 
say is to be regarded as an important step toward establishing 
the study of comparative economics, to which both anthro- 
pology and economics must make their contributions if work in 
such a field is to constitute a significant development in our search 
for knowledge. 

I am convinced, however, that it is going to be extremely 
difficult to attain this objective if the deductive point of view 
stressed by Professor Knight comes to be the accepted approach. 
For no social science, it seems to me, can accomplish its ends if 
it disregards the first commandment of science in general—that 
only through constant and continuing cross-reference between 
hypothesis and fact can any understanding of problems and 
valid interpretations of data be had. Furthermore, I hold that 
this fundamental approach must be implemented not only in 


* See above, pp. 247-68. 
269 





270 MELVILLE J. HERSKOVITS 


the practices of scholars, but in the way they teach their subjects. 
Deduction has played its part and will continue to play its part 
in scientific work; and this is true whether it be called utilizing 
working hypotheses or “playing hunches.” Only for training 
purposes do we impress upon the graduate student the principle 
that the answer to a problem may not be assumed before the data 
are in. As a scholar grows in experience he comes to understand 
that the most fruitful attack on a problem is an approach moti- 
vated by a flash of insight telling him that a certain body of data 
should throw needed light on a given problem of his concern in 
terms of certain derived results. It is the way such intuitive 
flashes are used, rather than the fact that they are used, that 
differentiates the scientist from the nonscientist. For the latter, 
the flash is the answer; for the scientist, it but indicates the out- 
let of a road to be traversed in search for the truth. Yet does 
not Professor Knight, by implication at least, exalt the intuitive 
flash into the method best employed? What other conclusion 
can be drawn from a statement such as the following? 


The very first “crying need” of social science in general, at the present 
juncture in history, is clarification on the old, old question of the relations 


between induction and deduction. The point of this observation just here is 
that to no small extent this means in practice the relation between other 
social sciences and economic theory. For the latter is the one social science 
which effectively uses inference from clear and statable abstract principles, 
and especially intuitive knowledge, as a method [p. 253]. 


What does this amount to when translated in terms of one 
of the “intuitional’’ economists’ more cherished concepts, that 
of “economic man’’? I am, for example, taken to task by Pro- 
fessor Knight for my “rather scornful animadversions”’ to this 
concept. Yet, if one believes that theories should be based on 
data—a point of view which I am certain I am not alone among 
social scientists in holding, and in which I should believe that 
I am even joined by some economists—what other attitude can 
be taken toward a concept that has been more largely responsible 
than any other for that complacent intellectual provincialism 
to which I refer in my book, manifested by so many of those who 
profess a discipline of the vast importance of economics? We 
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may grant, for purposes of discussion, that the concept of eco- 
nomic man is “merely an analytical, essentially terminological, 
device for referring to the economic aspect of behavior, an aspect 
universal to all behavior in so far as it is purposive,” and that 
in the past this concept has had a convenience that made it 
“amount .... to necessity” (p. 254) if clarity of thought was to 
be achieved. Yet can its continued use be defended when in- 
vestigators of human societies all over the world are unanimous 
in testifying that no such creature exists or, as far as the data 
indicate, ever did exist? To disregard such findings is not the 
counsel of clarity, but of confusion; and the proof lies in the fact 
that the untenability of the concept of economic man has made 
itself so manifest even to economists that its use by them has in 
recent years steadily diminished. 

Such usage, indeed, becomes even less defensible as the actual 
materials of comparative economics, such as I attempted to set 
forth in my book, become available. For what is the pedagogical 
and analytical purpose of such a construct if not to offer a back- 
ground against which to project observable economic behavior 
such as is to be witnessed all about us in our own culture, and 
thus bring to us a better comprehension of our own modes of 
economic life? Would Professor Knight hold it advisable to set 
up a fiction for purposes of illustrating a point, when the point 
can be adequately illustrated by reference to what actual social 
groups really do in the way of getting a living and maximizing 
their satisfactions through the production and distribution of the 
goods made available to them as a result of the interaction be- 
tween their natural environment and their technological equip- 
ment? Certainly the description of “man” which he gives—‘‘a 
competitive, contentious, and combative animal, given to self- 
aggrandizement, and inclined to make this end justify nearly 
any means’’—cannot be regarded with any degree of equanimity 
by those acquainted with data which demonstrate the wide 
range of human personalities found in the many societies where 
this problem has been studied. And if Professor Knight’s de- 
scription of human nature—or “man,” as he terms it—is thus 
far out of line with the facts, how can one be sure that the lay 
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figure named Economic Man he will erect for his students will 
not, under the canons of the intuitive approach, fail equally to 
give any sense of the variation we know in fact exists in the 
forms of human economic behavior? 


It is because of the general point of view indicated in the pre- 
ceding paragraphs that I regard with something akin to dismay 
Professor Knight’s proposal that “in economic exposition’’ it 
“usually makes little or no difference whether the comparisons 
are anthropologically authentic or not” (p. 259). I have, for 
some years, protested against the opinion expressed by many 
anthropologists that economists are to be held at fault because 
they have used concepts of man’s social and psychological life 
untenable in the light of modern findings; it has been my feeling 
that anthropologists must first learn to speak in terms that are 
at least understandable to some economists before they can 
charge disregard of their data. Yet a statement such as I have 
just quoted makes me feel that I have perhaps been wrong in 
my position. Perhaps economists will persist, however anthro- 
pologists phrase their findings, in living in their world of logical 
unreality, disregarding the contributions of those whose training 
makes them competent to describe and interpret the customs of 
peoples who live differently from ourselves. Of course, Professor 
Knight enters his caution—but what a caution it is! 

....it would seem to be definitely requisite in the teaching of economics 
to bring out principles affecting our own institutions by means of com- 
parisons between our own and “simpler” societies and at the same time 
out of the question to make the comparison refer to any particular society 
or social type as reported by anthropological investigation. The reform 
which would be in order from this pedagogical point of view would be to 
make it clear in all such comparisons that the situation used for contrast is a 
hypothetical one, and to describe it clearly as such, in the points actually 
significant for the purpose in view [p. 259]. 

The caution is carried further, in terms, however, which are no 
more reassuring: 

.... teachers and writers in economics might be admonished to make it 
explicit, perhaps by the use of some such phraseology as a “hypothetical 
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primitive society,” what they are doing—in so far as they consider it impor- 
tant to avoid contributing to the entertainment of anthropologist-critics, 
or nourishing their “superiority complexes” [p. 260]. 

For my part, I can only reaffirm my conviction that, where 
comparisons must be made in the teaching and writing of eco- 
nomic theory and principles, a fanciful picture of human life that 
is unlike any human existence known to us is bad pedagogy and 
bad scholarship. It seems to me that no matter how explicit the 
hypothetical nature of an example employed to document an 
argument may be made, it is essentially in terms of the objective 
reality of the documentation that the point stands or falls, and 
not through the recognition of its hypothetical character. In a 
word, my point of view concerning scientific method is that find- 
ings must be based on fact; and that to depart from reality is to 
vitiate the tenability of conclusions and later statements of policy 
that may be based on them. 


By the same token, I hold it as an article of scientific faith that 
clarity of thought is to be attained only by the greatest possible 
precision of linguistic usage in expressing thought. And this is 
why I am glad also to reaffirm my belief that the use (by econ- 
omists, or anyone else) of such a concept as “stages of develop- 
ment” implies a belief in a type of social evolution that can- 
not, on the basis of objectively verifiable data, be established as 
valid; and that to use the term “preliterate” instead of “non- 
literate’ is bad—even for economists. The effect of this practice 
can only be to bolster a point of view which persists in regarding 
“early” man as a type exemplified by modern primitive folk. 
But those who speak and write of such people, historically un- 
related to ourselves, as our “contemporary ancestors,” as Pro- 
fessor Knight himself certainly understands they are not, will 
stand convicted of the employment of the logical fallacy implied 
in such usage, while conclusions drawn by them, to the extent 
that they are based on such conceptualization, will be open to 
attack. And while I would be the last to “impute stupidity to 
other writers,” or to do other than to make “‘the more reasonable 
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assumption” of “‘at least a moderate degree of intelligence” on 
the part of such persons, I should at the same time be doing less 
than my duty as a scientist were I to fail to protest at a position 
which so many economists take out of lack of familiarity with 
the materials and theoretical assumptions of the field in which 
such competence as I possess happens to lie—a position which is 
encouraged by Professor Knight’s argument concerning termi- 
nology. 


I must re-emphasize that the foregoing paragraphs are not 
intended to disparage all elements in the position taken by Pro- 
fessor Knight. It is inevitable that in drawing critiques certain 
points must be overemphasized; and I realize that just as I, for 
example, indicate that in science deduction can never be more 
than an adjunct to the inductive method, so Professor Knight, 
in stressing the importance of deduction, would, I am sure, be 
the first to deplore such a departure from reality as is involved 
when a student turns his back on available data dealing with a 
given problem. It should be pointed out, moreover, that Pro- 
fessor Knight’s discussion includes a critique of schools of eco- 
nomic thought which differ from his own point of view quite as 
much as it comprises an analysis of certain points made in my 
book. Now it would be presumptuous of me, as an anthropolo- 
gist, to permit myself to be drawn into a controversy of this 
character. What is important is the conclusion to be drawn that, 
by this very token, it is evident that the approach I have em- 
ployed in my discussion of comparative economics and the con- 
cepts I have utilized are perhaps neither as foreign to the total 
field of economics, nor as uncongenial to all economists, as they 
may be to the system which Professor Knight so brilliantly 
espouses: And if I must plead extenuating circumstances for 
such lack of clarity as may be found in my treatment of economic 
data in my book, I can point to Professor Knight’s own state- 
ments (pp. 250, 258) concerning the absence of any considerable 
degree of clarity “among economists themselves as to the nature 
of the problems.”’ 
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A few of the specific points brought up in the discussion of my 
book may be profitably examined at this point. Perhaps the 
most important has to do with the criticism lodged against my 
use of Marshall’s definition of economics. As Professor Knight 
remarks, I can “hardly be ‘blamed’. . . . for leaning heavily upon 
the definition of economics given by the outstanding authority 
in the past generation among economists themselves” (p. 250). 
What Professor Knight seems most to object to in my comment 
is my assertion that the promise of Marshall’s definition is not 
realized—that the book itself is centered upon price phenomena 
and activity of the market, which are phenomena unique to our 
society, and that, because of this, the universal applicability of 
his conclusions is to be challenged. The fact that Marshall’s 
book is called Principles of Economics, which is regarded by 
Professor Knight as of major importance, does not seem so sig- 
nificant to me; what is perfectly clear, however, is the fact that 
Marshall himself recognized the validity of the position that 
economic “laws’’ are not tenable as such unless they can be 
shown to be applicable to more societies than just our own. I 
have not, of course, made a critical analysis of the various editions 
of Marshall’s book as Professor Knight has done; this is outside 
my field. The edition which I own is the eighth, the printing that 
of 1936. But I can point to Appendix A in this edition (pp. 
723 ff.), entitled ““The Growth of Free Industry and Enterprise,”’ 
as proof of the validity of my contention. For here Marshall is 
at pains to document his position by sketching the outlines of 
what he conceived to be the economic life of “‘savages’’ and “early 
civilizations,’ as a prelude to his tracing the development of 
these phenomena in Greek and Roman times and in Europe 
during the Middle Ages. 

Once again, in this connection, I must underscore my refusal 
to acknowledge that economic “laws” drawn from the considera- 
tion of a single culture, even one so complex as our own, are other 
than “equivalent to a statistical average based on a single case,” 
as I put it in my book. This criticism I did not level against 
Marshall in particular, as Professor Knight would seem to in- 
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dicate, but against the economists of the classical and neoclassical 
school in general. I do not consider it necessary to take account 
of Marshall’s intent, or the intent of any other economist who 
indulges in this practice. It is not intent that is important in 
science; it is the approach to a problem in terms of the way con- 
clusions are reached that is significant. If there are those “‘uni- 
versal principles of ‘economy’ ” (p. 251) that, according to Pro- 
fessor Knight, are “the beginning of any logical approach to the 
problems” of economics, then they must be verified by study of 
the actual facts concerning the economic life of as many different 
societies as can be reached. In other words, I must disagree 
entirely with the statement that “economics, in the usual mean- 
ing, as a science of principles, is not, primarily, a descriptive 
science in the empirical sense at all” (p. 252), if by this is meant 
that principles are to be divorced from facts. The laboratory 
of the theoretical physicist may be comprised in a pencil and a 
pad of paper; but, unless the astronomer working at his telescope 
achieves results that are in accordance with the hypotheses of 
the theorist, his conclusions will be held inacceptable. 

A demurrer must also be entered to Professor Knight’s citing 
against me the definition of economics given by Dr. Bunzel, 
which I myself quote only as an example of how anthropological 
training is not conducive to phrasing economic problems in eco- 
nomic terms. I agree with him that, as regards her definition, 
“detailed comment is hardly called for,” and this is the reason 
why my own comment on the definition was as brief as it will be 
found to be in my book. The matter goes further than just this, 
however, for it merely exemplifies the way in which Professor 
Knight has misread my chapter on the relationship between 
economics and anthropology. Professor Knight’s discussion of 
my point of view ascribes to me a position that I should be the 
last to take—and, indeed, did not take. If I indicated certain 
reservations to certain procedures that have been followed in the 
theoretical discussions of economists, I think it should also be said 
for the record that I was faithful in stating, as I saw them, the 
shortcomings of my anthropological colleagues in their presenta- 
tion of economic data. I can but wonder why this matter received 
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no mention; as I must similarly wonder why no mention is made 
by Professor Knight of my insistence that anthropologists learn 
to think quantitatively in planning the gathering of economic 
data in the field and no longer content themselves with the type 
of broad, general statement concerning economic life they have 
been prone to make in the past. 

The matter of bias, which is discussed at some length by Pro- 
fessor Knight (pp. 257-58, 262 ff.), likewise deserves attention. 
The concept of our economic system as one of “planned scarcity” 
is most certainly not of my creation; by the same token, I suspect 
that there are many competent economists who would not agree 
that this is “another example of the corruption of scientific 
morals by political romanticism” (p. 257). The fact of the matter 
is that no society, other than our own, exists where human beings 
starve because there is too much food, or where they cannot 
build houses because there is too much lumber, or where they 
cannot afford to have shoes because the productive capacity of 
the shoe industry is too great. I dislike the argumentum ad 
hominem, but I doubt if my conclusions from such facts as these 
are motivated by a drive any more emotional than that which 
causes Professor Knight to read into my words the meaning that 
I hold to “the conception of a well-managed penitentiary or 
orphan asylum as a social ideal” (p. 258). The whole discussion 
of bias, indeed, seems to be a little pointless in the light of our 
present knowledge of psychology. It is difficult to envisage a 
human being, no matter how scholarly or how committed to 
scientific method, who does not exhibit some kind of bias most 
of the time. In the exact sciences, where data are measurable, 
we recognize this fact and allow for it, and we call it by the sta- 
tistical term “error.”’ In the social sciences, particularly in social 
theory, we cannot achieve this, and too often merely call names. 


These special points, like many others which call for comment 
are, however, really more or less aside from the major issue. 
This, I feel, is whether or not the disciplines of anthropology and 
economics can join in contributing to a deeper understanding of 
the range of variation in man’s methods of getting a living, and 
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in documenting any general principles to be drawn from such 
facts, which will help us the better to understand our own eco- 
nomic motivations and behavior. I am happy that on this funda- 
mental point there is no disagreement between Professor Knight 
and myself. Such matters as the importance of specialization of 
labor, the significance of gift exchange, the role of prestige, and 
the nature of property seem to be points of interest to the com- 
prehension of which anthropology can contribute tellingly to 
economics. I should even persist in feeling, despite Professor 
Knight’s disagreement, that the concept of the economic surplus 
over subsistence needs, and the idea of the translation of this 
surplus into social leisure, can also be of use to economists in 
aiding us to understand the working of certain important aspects 
of our own economic system. On the other hand, economists 
possess conceptual and methodological tools and a range of prob- 
lems which anthropologists cannot ignore if their studies of cul- 
ture, which must include its economic aspects, are to be at all 
complete. 

In the final analysis, the value of a discussion such as Professor 
Knight and I have joined in lies in the stimulus it may give for 
continuing consideration of the issues that have been raised. It 
is my hope that the future will see further analysis of the points 
that have been taken up here, so that the science of comparative 
economics may eventually emerge as a structure based on a 
foundation that is equally solid in its anthropological and eco- 
nomic postulates. 
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Essays in the Theory of Economic Fluctuations. By MicHat KALEcKI. 

New York: Farrar & Rinehart, Inc., 1939. Pp. 154. $1.75. 

This is a collection of six essays. The first five lead up to the sixth, 
which presents the outline of a theory of the business cycle. The titles 
of the essays are: (1) ““The Distribution of the National Income,” (2) 
“Investment and Income,” (3) “Money and Real Wages,” (4) “The 
Principle of Increasing Risk,” (5) ““The Long-Term Rate of Interest,” 
(6) “A Theory of the Business Cycle.” Essays 1, 4, and 6 are modified 
reprints of articles previously published in Econometrica, Economica, 
and the Review of Economic Studies. The other essays are new. 

The first essay starts with the statistical evidence showing the con- 
stancy of the relative share of manual labor in the gross national income 
of Great Britain and of the United States. Mr. Kalecki regards it as an 
empirical fact that prime cost curves are horizontal over a considerable 
interval. For any output within this interval it can be shown that the 
relative share in the value of the output of the entrepreneur and of 
factors which do not enter into marginal cost is equal to the degree of 
monopoly of the firm. He assumes further that manual labor and raw 
materials are the only significant elements of marginal cost, the effect 
of other factors on marginal cost being negligible. After deduction of 
the cost of manual labor and of raw materials from the value of the 
output there remain “gross capitalist income’ (which includes entre- 
preneurial income, interest, depreciation, and maintenance) and 
salaries. Thus the relative share of gross capitalist income and of 

* A more direct proof than that given by Mr. Kalecki may be offered here. Let p 


be the price of the product, m the marginal cost, and ¢ the average cost of the factors 
which enter marginal cost. The degree of monopoly is defined 


p—m 
ee 
Since m = @ for constant marginal cost, we have immediately 
p-—a 
o> ? , 
i.e., the relative share of the entrepreneur and of the factors which do not enter into 
marginal cost. 
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salaries in the total value of the output (turnover in the terminology of 
Mr. Kalecki) is equal to the degree of monopoly. If we consider the 
whole economy, instead of a single firm, it is equal to the (weighted) 
average degree of monopoly.*? This theorem holds for the whole 
economy even if it does not hold exactly for all the individual firms 
because the effects of rising and of falling marginal cost of manual 
labor tend to cancel out. The relative share of manual labor in the 
(gross) national income is found to be a simple function of the average 
degree of monopoly and of the ratio of the value of the output to the 
wage bill. The latter, in turn, depends, according to Mr. Kalecki, 
again on the average degree of monopoly and on the ratio of the prices 
of ‘‘basic raw materials” (i.e., the products of agriculture and mining) 
to wage costs in other industries. The constancy of the relative share 
of manual labor in the national income is explained as the result of the 
compensation of the effects of a slow increase of the degree of monopoly 
and of a fall, because of technical progress, of the prices of “‘basic raw 
materials” relatively to industrial wage costs. 

The establishment of a simple relationship between the distribution 
of the national income and the average degree of monopoly is certainly 
an outstanding contribution. Mr. Kalecki, however, goes beyond this 
mathematical relationship and gives a causal interpretation of the 


formula. He says that the degree of monopoly determines the distribu- 
tion of income (p. 24). This may or may not be true, but it cannot be 
deduced from the mathematical formula. Additional assumptions are 


2 We have for each firm 


pn Pot, 


hence xpu = x(p — a) where x is the output of the firm. Adding together for all 
firms we obtain Expy = Ex(p — a). Dividing by the value of the total output, 
which is Exp, we have: 
. _ 
Ze ihe Ps =x(p — a) 
? zxp 
where 7i is the average degree of monopoly for the whole economy. 


3 Writing A for the national income, W for the wage bill, and T = Exp, we have 
2x(p — a) = A — W whence 


This transforms into 
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necessary to settle this point. If enterpreneurs are assumed to equalize 
marginal cost and marginal revenue, the degree of monopoly cannot be 
taken as a datum. The degree of monopoly of a firm depends, then, on 
the shape of the demand function for its product and on its output; it 
is the reciprocal of the elasticity of demand. The average degree of 
monopoly for the whole economy being a weighted mean is changed by 
a shift in output between industries. Thus it has little meaning to say 
that the distribution of the national income is “determined” by the 
average degree of monopoly. Rather the average degree of monopoly 
is, together with the other variables of the system, determined by more 
fundamental data such as demand schedules and the shape of cost 
curves which determine the degree of monopoly of the firms as well as 
the distribution of the value of the total output between industries 
and firms. 

Mr. Kalecki’s belief that the average degree of monopoly actually 
determines the distribution of incomes can, however, be upheld if we 
drop the assumption that firms equalize marginal revenue and marginal 
cost. Mr. Sweezy has shown in this Journal (August, 1939) that under 
conditions of oligopoly the demand curve confronting the firm may be 
expected to have a kink at the point corresponding to the price accept- 
ed customarily or by tacit agreement. The marginal revenue curve 
shows a range of discontinuity through which the marginal cost curve 
passes. The degree of monopoly then is not the reciprocal of the elas- 
ticity of demand but depends on the price set by custom or by the tacit 
agreement of the group. Messrs. Hall and Hitch have shown (Oxford 
Economic Papers, No. 2) that the price is usually set at a level equal 
to average cost (at some customary output) plus a certain mark-up for 
profit. Under Mr. Kalecki’s assumption of horizontal average (and 
marginal) cost curves this mark-up entirely determines the degree of 
monopoly of the firm.‘ The size of the mark-up obviously depends on 
what we might call the “discipline”’ of the industry, i.e., on the degree 
in which the individual firms are willing to act in unison as members 
of the group. This “discipline” also determines the value of the out- 
puts of the various industries and firms and hence also the average 
degree of monopoly in the economy. Thus we obtain a social-power 
theory of distribution according to which the average degree of 
monopoly actually determines the distribution of incomes. But this 


‘Let r be the rate of mark-up. Using the notation of n. 1 we have p=a(1++r). 


Since m= a ff one 
ince m=a, we have also u r 7 5 
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conclusion is based upon additional assumptions and is not contained 
in Mr. Kalecki’s formula. His formula is causally neutral, i.e., it is 
compatible with various causal interpretations. 

The essay on “Investment and Income” gives an account of the doc- 
trine of the multiplier making use of more specific assumptions concern- 
ing the nature of the functions involved and includes a statistical ap- 
plication. A value of 2.25 is obtained for the multiplier in the United 
States during 1924-35, with a time lag of four months between invest- 
ment and its effect on the national income. The essay on “Money 
and Real Wages” offers a restatement of Mr. Keynes’s doctrine on the 
effect of a universal and proportional change in the level of money 
wages. This restatement, however, makes a certain number of more 
specific assumptions and also takes into account the effect of a change 
in money wages on the degree of monopoly. Mr. Kalecki concludes 
that “on balance... . a wage reduction may change employment in 
either direction, but this change is likely to be small. It tends to re- 
distribute income to the disadvantage of the workers’’ (p. 89). The 
latter effect is due to an increase in the degree of monopoly (largely on 
account of stickiness of certain prices). 

Another important contribution of Mr. Kalecki is his essay on “The 
Principle of Increasing Risk.” It is concerned with the problem of the 
equilibrium of the firm. According to the accepted theory the size of 
the firm is limited under perfect competition by entrepreneurship act- 
ing as a scarce factor which causes the marginal cost curve to rise. Mr. 
Kalecki introduces another reason which limits the size of the firm. 
This reason (which now is also accepted by Professor Hicks) is the 
“principle of increasing risk.” The curve of the marginal rate of risk 
rises as investment increases because “‘the greater the investment the 
greater is the reduction of the entrepreneur’s income from his own 
capital when the average rate of profit falls short of the rate of inter- 
est’’ (p. 98). Similarly, creditors regard the risk of investment of their 
capital lent out to an entrepreneur as the greater the smaller the 
entrepreneur’s own capital relatively to his commitments. They are 
prepared to lend additional capital to an entrepreneur only at a higher 
rate of interest. The amount invested by a firm being determined by 
the equality of the marginal rate of prospective profit to the sum of the 
rate of interest and of the marginal rate of risk, the size of the firm is 
thus limited by the capital owned by the entrepreneur. In most cases 
this limit comes into action long before the marginal cost curve rises 
on account of entrepreneurship becoming a scarce factor. This explains 





BOOK REVIEWS 283 


also the coexistence of firms of different size in a given industry, the 
inequality of the size of firms being a function of the inequality in the 
distribution of ownership of capital resources. Mr. Kalecki concludes: 
“ ‘Business democracy’ is a fallacy: the amount of the entrepreneur’s 
private capital is a ‘factor of investment’ ” (p. 100). In another essay 
Mr. Kalecki discusses the relative stability of the long-term rate of 
interest. 

The last essay ‘“‘A Theory of the Business Cycle” has become by now 
a classic of contemporary business-cycle theory. It was published 
originally in the Review of Economic Studies (1937) and was preceded 
by a statement of Mr. Kalecki’s theory in the Revue d’economie 
politique (1935) and in Econometrica (1935). The first statement was 
published in Polish in 1933. Mr. Kalecki’s theory can be stated briefly 
as follows. There is a time lag elapsing between investment decisions 
(e.g., orders of investment goods) and the actual investment activity 
caused by them. Under certain simplifying assumptions this time lag 
is half the gestation (construction) period of investment goods. This 
time lag (Mr. Kalecki thinks it is three to six months on the average) 
explains the cumulative character of the processes of expansion and 
contraction. An increase in investment decisions leads to a subsequent 
increase in investment activity and (through the action of the multi- 
plier) in national income. An increase in national income, however, 
makes investment more profitable, and this makes for greater invest- 
ment decisions. Thus the process of expansion goes on. From the mo- 
ment, however, when the rate of investment exceeds the level necessary 
to maintain the capital equipment the cumulative process of expansion 
is counteracted by the effect of the increase in capital equipment. This 
increase tends to reduce the marginal profitability of a given rate of 
investment and finally stops the expansion. But since the rate of in- 
vestment at the end of the period of expansion exceeds the level neces- 
sary for maintenance, capita] equipment continues to grow. Marginal 
profitability falls further, and investment decisions and subsequent in- 
vestment activity fall off. Thus expansion turns into contraction, 
which becomes cumulative through a process inverse to that of expan- 
sion. When the rate of investment is below the level necessary to 
maintain capital equipment the latter begins to diminish. This raises 
the marginal profitability of a given rate of investment. Finally, the 
process of contraction comes to a halt, but it turns into a process of ex- 
pansion because the rate of investment now being below the mainte- 
nance level, capital equipment continues to shrink. 
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Mr. Kalecki’s model of the business cycle presupposes what he calls 
a “‘trendless economy” (p. 121). The business cycle passes through a 
period of actual decumulation of capital. Statistical evidence shows 
that this happens only very rarely in actual business cycles. This dis- 
crepancy with the facts does not, however, invalidate Mr. Kalecki’s 
fundamental mechanism. The model can be made easily more realistic 
by introducing technical progress as well as expanding natural re- 
sources and population. These factors tend to raise the curves of 
marginal profitability of investment and thus stop the process of 
contraction and turn it in the opposite direction long before the mar- 
ginal profitability is increased through depletion of capital equipment. 

The essay in the book contains certain changes as compared with 
its first form in the Review of Economic Studies. Besides the time lag 
between investment decisions and investment activity another time 
lag, which was introduced in the essay on “Investment and Income,” is 
taken into account. This is the time lag between investment activity 
and its effect on the national income (thus the multiplier involves a 
time lag in Mr. Kalecki’s treatment), The sum of the two time lags 
corresponds to the r period in the article in the Review of Economic 
Studies. The total lag between investment decisions and their effect on 
the national income is thought by Mr. Kalecki to be seven to ten 
months. The treatment of the relation between investment decisions 
and investment is simplified and improved in clarity. In one respect, 
however, Mr. Kalecki has changed the exposition of his theory definite- 
ly for the worse. In the fundamental diagram explaining the mecha- 
nism of the business cycle (Fig. 15, p. 145) Mr. Kalecki now puts on the 
axis of abscissas the national income, instead of the rate of investment, 
as he did previously. Since one is an increasing function of the other 
this makes no difference, of course. But the straight line connecting 
the points H and F in the diagram changes its meaning. Formerly it 
had an inclination of 45° and was the locus of points where investment 
decisions are equal to actual investment and investment is thus sta- 
tionary. The points H and F are then the turning-points of the cycle. 
In the new formulation the line HF represents the relationship be- 
tween the national income and investment decisions (taken at some 
previous date). There is no a priori reason why this should be a 
straight line. Mr. Kalecki takes it to be a straight line because his 
statistical investigation has yielded a linear relationship for the United 
States in the period 1924-35 (pp. 73 and 136). Since we do not know 
whether this relationship is linear in other years or in other countries, 
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this restricts unnecessarily the generality of Mr. Kalecki’s argument. 
Fortunately, his model can be stated without such a restrictive em- 
pirical assumption, as Mr. Kalecki has done in the analogous diagram 
in his previous article. 

The last point brings us to Mr. Kalecki’s treatment of statistical 
data. In his zeal for concrete statistical results Mr. Kalecki shows a 
boldness in his handling of statistical material which sometimes takes 
the breath away from the statistically more cautious reader. Thus the 
statistical applications should be treated frequently rather as illustra- 
tions of the theories discussed and of the procedures suggested than as 
establishing definite numerical results. In no way, however, does this 


affect Mr. Kalecki’s theoretical analysis. 
Oscar LANGE 
University of Chicago 


The Economics of Corporate Enterprise. By NoRMAN S. BUCHANAN. 
New York: Henry Holt & Co., Inc., 1940. Pp. xvii+483. $3.25. 
Despite the many criticisms that can be leveled at it this book is 

interesting and important. Because it provides a meeting ground for 

the subjects of accounting, corporation finance, and the pure theory 


of the individual firm it deserves widespread attention; and because 
it is carefully organized and clearly expressed it may well be used in 
the classroom in connection with all three subjects. Professor Buch- 
anan writes from the point of view of the economist and molds to this 
viewpoint the legal and accounting material which occupies more 
than half his volume. 

Many readers will find cause for disagreement. Among the founda- 
tions on which his work is erected there are five which seem insecure: 
(t) His concept of the nature of the modern business corporation 
seems narrow and lifeless. He rejects German suggestions that the 
corporation has a life of its own, and he appears to lean toward a 
“contract” theory which surely ought to be as dead as Rousseau. 
(2) As for the motives of corporations, he tenaciously insists that 
these are to maximize net returns to the shareholders—a natural 
concomitant of the “contract” theory of the corporation. He pro- 
duces a summary dismissal, in his final chapter, of modern sugges- 
tions that the policies of corporations are often dominated by “‘in- 
side” or minority groups or by other objectives than maximizing 
profits. His Bibliography does not include The Theory of Business 
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Enterprise or any other work by Veblen. (3) The nature of the “net 
returns,”’ which the corporation attempts to maximize, is stated in a 
neat but unsatisfactory manner: at any given moment an enterprise 
has certain assets (including cash) and these should be disposed of in 
such a way as to make the discounted value of all possible future earn- 
ings a maximum. To his treatment along these lines there are three 
objections. First, the matter of expectations is not dealt with very 
effectively; second, there is no discussion of the appropriate rate of 
discount (“‘the current rate of interest” being a phenomenon of 
significance to broad theories of capital and international trade but 
certainly of no significance to an individual enterprise) ; and third, there 
is no discussion of what constitute “earnings.” This latter omission is 
specially surprising in view of the care which the author usually takes 
to explain his terms. (4) His description of the task of the accountant 
leads into difficulties and would probably not be accepted by most 
members of the profession. When measuring income, says Professor 
Buchanan, the accountant is attempting to estimate the change in the 
estimated value of the enterprise to the shareholders between two 
dates in the past. Pressed home to its logical conclusion this definition 
seems to involve circularity of reasoning; for it appears that income is 
the difference between two estimated valuations and valuations are 
deduced from estimated income or earnings. But perhaps the “earn- 
ings” which are to be maximized by Professor Buchanan’s business- 
man are not related to the “income” which is estimated by his ac- 
countant; because he does not define the former we cannot tell. In 
any case, in order to make sense of the concept of income or earnings, 
there must be some underlying notion of money-receipts during a given 
period of time; and these receipts must somehow be differentiated from 
capital depreciation and appreciation. The precise differentiation is of 
necessity arbitrary; apparently it is in his efforts to avoid making it at 
all that Professor Buchanan leads his readers into difficulties. (5) 
There is inconsistency between the definition of the businessman’s mo- 
tive (maximizing earnings) and the use of familiar theoretical and 
diagrammatic material relating to the equilibrium of the individual 
firm in the short run. Professor Buchanan is at pains to emphasize that 
the businessman’s choices in utilizing his available assets spread con- 
tinuously through time into the indefinite future. A certain asset may 
be used this way today, or that way tomorrow, or another way ten 
years hence; all decisions, therefore, involve long-run considerations. 
This suggests a fundamental weakness in current short-run theory, at 
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any rate as it is usually formulated; and the writer makes no attempt 
to adapt his formulation accordingly. 

Three illustrations may be given of the cracks that develop in the 
edifice because of these insecure foundations. (1) An enterprise, ac- 
cording to Professor Buchanan, ought not to distribute its earnings in 
dividends beyond the point where the marginal productivity of capital 
reinvested in the firm equals “the rate of interest.’”’ In retaining profits 
up to this point, he says, it will be serving the best interests of the share- 
holders. To this there are two objections: first, that the shareholders 
might be supposed to be the best judges of whether their own money 
should be reinvested and, second, one shareholder will differ from an- 
other in regard to his preferences both for various possible lines of 
investment and for consumption rather than investment. Surely the 
reinvestment of profits is one of the many phenomena of modern cor- 
porations that cannot be explained or defended within the bounds of 
equilibrium theory directed toward the maximization of shareholders’ 
income. (2) It is doubtful whether the term “failure” ought to be used 
except in a financial sense; but Professor Buchanan attempts to at- 
tach to it an economic meaning (other than the cessation or contrac- 
tion of production). Failure, he says, “means an excess of average 
costs (in the sense of historical outlay cost) over average receipts” (p. 
335). In short, the expected excess of receipts over costs has failed to 
materialize so far. But, while this sounds sufficiently straightforward, 
his own definition of net returns reminds us that, unless the enter- 
prise has been wound up, assets exist whose value is uncertain; and 
whether costs incurred in the past are considered to have been worth 
while will depend on the valuation attributed to these assets. Success 
can be turned into failure, in the sense outlined by the author, by 
nothing more serious than a pessimistic change of opinion! (3) Pro- 
fessor Buchanan regards askance such accounting practices as the 
periodic devaluation of fixed equipment in consonance with accepted 
practices of ‘‘cost less depreciation.’”’ He considers this to be a method 
of valuation that is likely to lead to errors of economic policy both in 
the matter of short-run selling price (which is likely to be maintained 
at an uneconomically high level) and in the matter of estimation of 
profits. He suggests that business booms (and conversely depressions) 
may be aggravated because firms are led to underestimate deprecia- 
tion charges at a time when the valuation of equipment (and thus de- 
preciation thereon) ought on economic principles to be increased. 
This leads to overestimation of profits, he believes, and thus to over- 
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optimism. But surely if all fixed assets were to be revalued in a boom 
period on an economic (prospective) basis, the apparent profits would 
be vastly increased. The economic definition of income (according to 
Professor Buchanan’s suggestion) would produce far greater fluctua- 
tions of optimism and pessimism than the accountant’s. Altogether, 
he might have dealt more tolerantly, and perhaps more understanding- 
ly, with the accounting profession. 

Since the book may be adopted as a text it is worth while to record 
a number of errors. The most confusing of these occur in the central 
sections dealing with the theory of the individual firm. These are as 
follows. Page 193, line 28: omit “and commence to rise.”” Page 196, 
line 17: for ATUC substitute AR. Page 197, lines 19-20: omit 
“greater than unity but.” Page 197, line 23: for “falling even more 
rapidly” substitute ‘‘below it.” Page 203, lines 1-3: the illustration (p. 
205) does not show unchanged elasticity at the original price, and the 
case seems imaginary. Pages 301-2: the profitability of production 
cannot be determined without reference to the intensity with which the 
fixed factors are used, that is without reference to the marginal cost 
curve (cf. footnote on p. 302). Moreover, once a fixed price has been 
imposed the average (and marginal) revenue curve becomes first SPM 
and later SP’M’; the labeling of AR and AR’ is thus misleading. 
And finally, the example is not only greatly muddled but is unnecessari- 
ly confined and restricted having regard to the general principle to be 
established—i.e., that the scale of production must usually be made to 
conform to the extent of the demand. Pages 311-12: the words “Dia- 
grammatically they both look the same” are unjustified. In addition 
to these theoretical errors some miscellaneous ones may be noted. 
Page 4, line 20, and footnote 1: for Two and Three substitute One and 
Two. Page 229, lines 7-8: omit “new,” and for “‘as opposed to” sub- 
stitute “including.” Page 244, line 15: for “‘credit’’ substitute “debit.” 

There is no space here to appraise the descriptive and legal material 
which necessarily occupies much of the book. Suffice it to say that it 
is presented clearly and in a manner specially helpful to economists. 
And even though the economic content has been shown to be subject 
to criticism, the reviewer feels indebted to the author for opening up a 
number of new avenues of thought and thereby providing a starting- 


point for useful speculation and discussion. 
A. F. W. PLUMPTRE 


University of Toronto 
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Prosperity and Depression. By GOTTFRIED VON HABERLER. Rev. and 
enlarged ed. Geneva: League of Nations [New York: Columbia 
University Press], 1939. Pp. xix+473. $2.00. 

The first edition of this work early in 1937 quickly established itself 
as the most illuminating and balanced treatment of business-cycle 
theory anywhere available. This reputation has been fortified and 
enhanced during the interim by the well-nigh universal acclaim 
which the present re-writing has evoked, especially for the new one- 
hundred-page chapter devoted to “Recent Discussions on the Trade 
Cycle.” In addition to an introductory portion, the chapter embraces 
five main subjects: savings and investment; hoarding, liquidity 
preference, and the rate of interest; the “multiplier” and the “‘marginal 
propensity to consume’’; the theory of underemployment; and, finally, 
static versus dynamic theories. Each section presents a concise sum- 
mary of new—especially the Keynesian—theory, noting divergences 
between individual formulations and possibilities of reconciliation, 
marshals the critical observations of the author himself and of the cur- 
rent literature, and appraises the net outcome of the whole discussion. 

Within a brief compass Haberler shows that the Keynesian “‘savings 
equals investment”’ theorem is a terminological matter contributing no 
new substance to economic analysis (pp. 171-76). The more fertile 
avenue of attack by the Swedish writers—adopted by almost everyone 
nowadays—in distinguishing ex post and necessarily equal savings and 
investment from ex ante and not necessarily equal magnitudes is found 
worthy of more extended analysis. Some initial confusion arose from 
Ohlin’s adding almost as an afterthought that the possible inequality of 
ex ante S and I depends upon their being understood as schedules. But 
if all possible plans are incorporated into schedules, how can there be 
disappointments in capital ventures? Haberler resolves the difficulty 
by distinguishing long-range plans and the “instantaneous schedules 
of alternative actions.” Furthermore, Ohlin’s concepts of income and 
saving are readily assimilated to Robertson’s, and his ex ante and 
ex post contrasts to Hawtrey’s designed and undesigned investment 
(pp. 177-79, 188-92). 

Haberler finds no difficulty in demonstrating that, despite its ap- 
parent aversion to the terms, the Keynesian analysis of money balances 
runs in the familiar channels of hoarding and dishoarding and de- 
creased and increased velocity (pp. 199-203). While it may have a 
revolutionary sound to describe interest as a payment for not hoarding, 
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this has been the basis of short-run monetary theories of interest since 
Wicksell, or even, the author might have added, since the bank restric- 
tion in English monetary literature; and interest is a/so a price paid for 
not consuming (p. 206). Apart from terminological innovations, 
Keynes has accomplished little aside from a not new but nevertheless 
warrantable emphasis on the dependence of the demand for cash bal- 
ances upon the interest rate and on the high elasticity of this demand 
in depressions (p. 218). His assumption of perfect elasticity has not yet 
the support of actual examples (p. 221). 

The novelty of the multiplier does not lie in the idea that investment 
stimulates consumption, which is “almost as old as business-cycle 
theory” (p. 227), but in Keynes’s making the multiplier identical with 
the reciprocal of the marginal propensity of individual persons to save. 
But, as Haberler points out, the marginal propensity of society to save 
is the real multiplier (p. 232), and in its composition many elements 
enter besides Keynes’s psychological law of consumption. The effects 
of public works have to be appraised for one thing, by Keynes’s admis- 
sion, according to their effects on private investment, and these reper- 
cussions lie outside the psychological law (pp. 227-28). So do the 
effects on investment of changes in distribution, which may revolution- 
ize the social marginal propensity to consume while leaving the indi- 
viduals’ propensities unaffected. Are the dividend and investment 
policies of corporations explicable through a propensity which Keynes 
asserts only for individual persons (p. 229), and can such technical facts 
as “bottlenecks” in production be made amenable to this proposition 
(pp. 229 and 231)? Finally, the multiplier is presented by Keynes as 
operative “continuously,” although the time-lag between receipts and 
expenditures conditions the actual effect of investment upon income 
(p. 232). 

In appraising Keynes’s theory of unemployment Haberler main- 
tains that any one of the cycle theories which have been expounded in 
his earlier chapters can be put into the terms of Keynes’s fundamental 
determinants, except perhaps for the cumulative character of expan- 
sion and contraction, prominent in most theories (pp. 235 and 237). 
Keynes is accredited with an “important contribution” in insisting on 
the dependence of hoarding upon interest. But which “classical” 
writers would object to the thesis that employment increases with a 
revival of investment financed by new bank credit, or to the idea that 
downward wage inflexibility prevents full employment (p. 238)? 
Haberler presents reasons for doubting that a reduction of money 
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wages cannot reduce real wages. But he does not accept perfectly 
flexible wages and prices as the best policy against unemployment, 
since drastic price changes create uncertainty and hesitancy to invest. 
The reviewer would insert a query as to whether flexidle prices nec- 
essarily result in drastic variations. In concluding upon this subject 
Haberler quite rightly points out that the traditional theoretical appa- 
ratus has incorporated the possibility of “accumulation outrunning im- 
provement”; but he believes that an empiric foundation for the im- 
mediacy of this situation is lacking (p. 245). 

The final section presents the criticism—shared even by Key- 
nesians such as Harrod—that the Keynes system is essentially static; 
in contrast, the process or period analysis of Kalecki, Robertson, and 
Lundberg is recommended (pp. 247-54). 

Professor Haberler’s achievement is not solely that of the judicious 
and astute critic and synthesizer: Part II develops a positive theory of 
business cycles which incorporates not only the best in our current 
literature but also important original contributions. Especially note- 
worthy is the suggestion that the development of certain industries in 
a boom on the basis of continuous growth makes it impossible to asssert 
generically whether matters would later be mended by more or less 
saving or even by either. Adaptation of production to the reduction or 
cessation of growth may be halting at best; and the “best,” as between 
more and less saving, depends upon whether technical adaptation works 
against less resistance in producers’ or in consumers’ industries, 
respectively (pp. 265-70). 

Howarp S. ELLis 
University of California 


Dal naturalismo al neo volontarismo: la dottrina economica di J.C. L. 
Sismondo de’ Sismondi. By ARMANDO BELLIERI. Milan: Dott. A. 
Giuffré, 1940. Pp. 264. L. 30. 

The general title of this book is somewhat puzzling, and it may be 
questioned whether the introduction of new “‘ism’s’’ adds much to the 
clarity and accuracy of classification in the history of economic 
thought. By “naturalism” is meant here the doctrinal system of clas- 
sical economists, based on the belief “in the existence of a rational 
‘natural economic order,’ ” in opposition to the faith of the mercantil- 
ists in the “ability and will of men to imagine and construct a rational, 
deliberative economic order,” which latter system is called by the au- 
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thor “voluntarism.”” Against the former, the “optimistic, mechanistic 
and liberal” system of the so-called “‘naturalists”—the classical econo- 
mists—Sismondi, claims the author, raised the flag of “neo-volunta- 
rism,” thus restating the doctrine of a “rational economic order” 
enforced by men. 

The real originality of Sismondi, as is well known, is to be found in 
his sharp criticism of the laisser faire system of the classical economic 
doctrines. In Sismondi’s opinion economics is not a science, i.e., a 
cognitive process of observation and analysis, void of judgments of 
value, but rather an art, i.e., normative valuation applied to social 
behavior. The chief criticism he levels against the classical doctrine is 
that it has exaggerated the importance of the process of production, 
whereas he—Sismondi—is chiefly interested in the producer and the 
consumer, i.e., in man. For Sismondi economics is “‘the theory of wel- 
fare.” Whereas the classical economists dealt with the economic 
organization asa natural, spontaneous, and untouchable phenomenon, 
Sismondi claims that man is able to interfere—and has to interfere— 
by way of positive legislation, in the organization of production, in 
order to alleviate the miseries caused the working classes by the 
laisser faire policy. Hence also his criticism of big industry—but not of 
mechanization itself as has often been claimed. Whereas in doctrinal 
rigidity he often equals the classical economists—his scheme of dis- 
tribution recalls, in its rigidity, Quesnay’s “Tableau économique” — 
it will remain to the everlasting merit of Sismondi that he inaugurated 
the study of “social economy,” showing the proper place devoted to 
man in the economic process. In many of his ideas Sismondi is evi- 
dently the forerunner of nineteenth-century socialists and interven- 
tionists—the preference contemporary Italian economists profess for 
his ideas may be due partly to his advocacy of a corporatist organiza- 
tion of labor as against a capitalist one—it must, however, not be 
overlooked that for Sismondi it is the welfare of the individual and not 
the omnipotence of the state which should be the objective of wise 
statesmanship. Thus, though he may be an interventionist in many 
respects, he remains nevertheless faithful to the individualistic theory 
of classical economists which he sharply criticizes and repudiates in 
other connections. 

The life-work of Sismondi is so rich in ideas and inspiration that 
every study devoted to the illustration of the fundamental qualities of 
his deep mind, showing his contribution to the evolution of human 
thought and action, must be welcomed. The present book, though 
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interesting in many respects, adds, however, little to our knowledge of 
Sismondian thought, and, especially, does not seem to justify the 
contention of its author that his study will give Sismondi “the proper 
place he deserves in the history of economic doctrine.” In view of the 
great number of books and articles devoted to Sismondi, it is rather 
startling to read the affirmation that ‘‘one has to be astonished that, up 
to now, in Italy and outside of it, Sismondi’s work has not had the 
diffusion it deserves ....” (p. 8), The bibliography of works written 
on Sismondi, given by the author (pp. 8-10 n.), leads, however, to the 
supposition that this undervaluation of the popularity of Sismondian 
thought is due to the fact that many of the most important works 
written on the Genevese historian and economist—among others, the 
works of Anthony Babel, Paula Berliner, Emile Durkheim, Octave 
Festy, Henryk Grossmann, Konrad Gumbel, René Jeandean, Sergio 
Panunzio, Karl Traub, Mao-Lan Tuan, Maria Werthe, and, above all, 
the monumental work of Jean de Salis—have escaped the attention 


of the author. 
LAszL6 LEDERMANN 


University of Geneva 


Why Farmers Are Poor: The Agricultural Crisis in the United States. 
By ANNA RocHESTER. New York: International Publishers Co., 
Inc., 1940. Pp. 317. $2.75. 

Agricultural economists are not prone to write books. They find 
research bulletins, federal documents, and occasionally technical 
articles a better means of recording their work. Most of them are too 
busy doing service studies to do a treatise, even when a topic and the 
time demand it. This book about agricultural affairs has come from 
the ranks of labor. It is packed with information drawn from the 
many small studies made by agricultural economists. It is focused 
upon farm labor, designed to establish the thesis that farmers working 
in their fields have much in common with factory workers. 

The book opens with a clear recognition that agriculture is not out- 
side the sphere of the rest of the economy and that it is not subject toa 
different set of economic principles from those that are applicable to 
business, labor, “nance, and other aspects of our economy. Large and 
small farms are examined by regions, type of operator, and amount of 
labor employed. The criteria used in classifying farms and the manner 
in which the type of farming and regional data are handled evince both 
accuracy and insight. The drift toward large-scale production and more 
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investment in capital equipment in agriculture are shown to be the 
effects of technological advance. Capital accumulation in agriculture 
by farmers and by bringing it in from outside sources, especially from 
insurance companies and government, are studied in relation to land, 
rent, and ownership. The interplay between wage workers and small 
farmers is dwelt upon as well as the institutional features of commod- 
ity markets of agricultural products and the behavior of agricultural 
prices. 

The theme of this book is as specialized as a one-crop farm. It runs 
as follows: Farmers are becoming poorer because they are receiving 
less and less of the surplus value which they produce. This trend has 
occurred because farming is becoming increasingly more capitalistic. 
Capitalism in farming arises when the labor in agriculture is done by 
hired wage workers. Therefore, so the conclusion runs, farmers are be- 
coming poorer because they, like other exploited classes, are workers 
who have had the surplus value of their productive efforts taken away 
from them by capitalists. 

This conclusion is obviously as vulnerable as is the economic status 
of most one-crop farming. If one segment of a long chain from the time 
the crop is seeded until it is sold goes wrong, the result is failure. All 
that needs to be said, as Miss Rochester’s figures amply show in spite 
of her efforts to demonstrate the contrary, is that the labor involved in 
farming in the United States is primarily done by farmers and their 
families. Had Miss Rochester laid aside her doctrine that surplus 
value is created only by labor, she would have seen that the evidence 
which she has so carefully and painstakingly marshaled demonstrates 
plainly and forcefully that farmers and their families are poor because 
in the main the only resource they have to offer is their own labor, 
which is essentially unskilled in character and commands a relatively 
low return. The reward which flows to farm families is primarily for 
the labor they do since the equity in farm land and other capital re- 
sources used in farming belongs in the main to people other than those 
who actually farm. 

Even so, this book deserves definitely more than a cursory reading 
by those interested in agricultural policy because of the wealth of accu- 
rate information that it contains and because of the shrewd insights of 
the author which frequently open broad revealing avenues to the 
reader which those who are too close to the problems of agriculture 


are often prone not to see. 
T. W. ScHuLtz 


Iowa State College 
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A Survey of Research in Forest Land Ownership: Report of a Special 
Committee on Research in Forest Economics. By Apvisory Com- 
MITTEE ON SOCIAL AND ECONOMIC RESEARCH IN AGRICULTURE, 
SoctaL ScIENCE RESEARCH Council. New York, 1939. Pp. 93. $0.60. 
This report represents a continuation of inquiry by the Social 

Science Research Council into the part that the social sciences can 

play in solving the forestry problems of the United States. 

In 1936 the Council published a committee report that surveyed the 
problems and progress of research in the general field of forest econom- 
ics. This latest committee report makes a more detailed appraisal 
of research accomplishments and of unsolved problems arising from 
the present forest-ownership situation in the United States. 

Questions of forest-land ownership—who owns the forest and what 
are their policies—lie very near the crux of the forest problem of the 
United States. Unlike Europe, where the forests are owned and man- 
aged on a permanent basis, forest ownership in this country is in a 
state of flux, owing to the “cut out and get out”’ policies of the lumber 
industry. 

Diversity and instability of forest ownership can be traced to the 
original abundance of timber in America and to the philosophy of free 
enterprise which led to the rapid passing of public timberlands into 
private hands. Now, however, these same lands, stripped of their 
timber, are coming back into public ownership through tax delin- 
quency. The question whether the public or private individuals are 
finally to control the remaining timber resources of the nation is as 
yet unanswered. 

Although it was not the intention of the committee to give a final 
answer to this question, they have taken a long step in that direction 
by untangling and organizing the numerous complex factors that hold 
the key to the situation. 

The committee worked on the assumption that the final ownership 
pattern of the United States will be a blending of public and private 
holdings, the private owners being assisted by public aid and co- 
operation and perhaps also regulated to assure protection of the public 
interest. Thus the heart of their report is to be found in the section 
dealing with the obstacles that stand in the way of stable private 
forest ownership. 

Under another heading the committee gives special attention to 

* A Survey of Research in Forest Economics. By the Subcommittee on Scope and 
Status of Research in Forest Economics. Social Science Research Council, Bull. 
24, Seprembet, 1936, pp. 52. 
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the question whether timberland should be owned by the wood-using 
industries or held separately, and they seem to imply that separate 
ownership may be advantageous. To be sure, most of the big profits 
that were made in lumbering came from increases in stumpage values, 
but that does not mean that stumpage prices are high enough yet to 
justify timber-growing as a separate enterprise except in very favorable 
localities. Current profits in the lumber industry come largely from 
the distribution and retailing of lumber. 

In outlining the status of inquiry into the effect of public policies 
upon ownership, the committee points out that there is need for evalua- 
tion of results obtained by public aid to and co-operation with private 
timberland owners. Owing to lack of public control over the handling 
of private forest lands, the results of public aid are frequently nullified 
by destructive logging practices and fires. 

The final section gives rightful priority to the interests of forest 
labor. The stake that this group has in sustained-yield management 
has often been ignored. 

Although the committee disclaims any intention to predict results 
of research in forest ownership or to prescribe detailed methods of re- 
search, it occasionally ventures into those fields. Particularly notice- 
able are its suggestions of making censuses of forest ownership and of 
using the sampling technique in studying the effects of public co-opera- 
tion. The first field is one where ownership statistics are already a 
matter of public record (on tax rolls, title records, etc.) which could be 
organized to give the needed information. The second field does not 
lend itself to statistical analysis by sampling method because of the 
heterogeneity of the field and the difficulty of measuring results of 
public co-operation. However, these slight faults do not detract ma- 
terially from the value of the report in giving reason and direction to 


research in forest ownership. 
H. G. WHITE 


U.S. Forest Service 
St. Paul, Minnesota 


Inflation and Revolution: Mexico’s Experience of 1912-1917. By Ep- 
WIN WALTER KEMMERER. Princeton: Princeton University Press, 
1940. Pp. xiv+173. $2.50. 

In this work Professor Kemmerer makes another addition to his 
already imposing list of studies of monetary systems. His task in this 





BOOK REVIEWS 297 


case is an especially difficult one. Few financial records were kept, and 
many of these were lost or destroyed in the course of the revolution. 
Reliance must be placed upon the observations of people living in 
Mexico at the time. Almost no price data are available, and figures for 
the supply of money are fragmentary. Thus there is little definite evi- 
dence to guide the interpreter through the confusion created by the 
revolution. Nevertheless, Professor Kemmerer presents a fairly clear 
and rather interesting narrative of the period. 

The main part of the study covers the period from July, 1913, to 
December, 1916. This period begins with the depreciation of the peso 
in terms of foreign currency and ends with the re-establishment of the 
gold standard. These three and a half years are divided into the “‘Bank- 
Note Period,” the ‘“‘Constitutionalist Paper-Money Period,” and the 
“Infalsificable Period.’”’ Succeeding hard-pressed governments fi- 
nanced their operations by increasing the quantity of money and, in 
each case, this was accompanied by increases in prices and by de- 
preciation of the peso in terms of foreign money. The “Bank-Note 
Period’”’ involved the use of existing banks by the government to create 
currency to finance its operations. As gold pesos first and silver coins 
later went into hiding bank notes were made legal tender—the exclu- 
sive currency of the sections controlled by Huerta, head of the old 
government. During the “Constitutionalist Paper-Money Period,”’ the 
depreciation of the peso continued both internally and in foreign- 
exchange markets, accompanied by ineffective efforts by the govern- 
ment to set prices. The infalsificable currency came into being as an 
effort to end some of the confusion caused by the presence of many 
kinds of money as well as in the hope that the depreciation might be 
ended. To this purpose old pesos were made convertible into infalsi- 
ficable pesos at a rate of ten to one. The new currency also depreciated 
rapidly, however, setting the stage for the event which climaxed the 
period. Suddenly gold and silver pesos returned from hoards, dis- 
placed the “‘infalsificables,”” and became the money of the country. 

Professor Kemmerer calls this sudden reapparance of specie “‘a re- 
markable monetary phenomenon”’ (p. 114) and explains it by suppos- 
ing that the paper money became too cheap and that the people be- 
came disgusted with it. These are no explanations. Cheapness is pure- 
ly a denominational problem and has meaning only with reference to 
some previous level of prices. People become disgusted with a mone- 
tary system which forces them to change their payment customs 
radically and under which prices continually move upward at rapid 
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rates. Such a system is a nuisance, but it does not follow that it will 
be replaced. There must be an alternative system to which people may 
turn. In Mexico’s case the government provided the main incentive to 
use specie by collecting taxes and making payments in that medium. 
The government by its action, not by its words, created a preference 
for specie and forced the people either to live under a two-price system, 
since specie became money for those dealing with the government, or to 
give up one of the monetary units. That specie won in this competition 
is not remarkable. 

Professor Kemmerer’s book is replete with points fairly begging for 
analysis. Almost every page calls attention to a problem which might 
be investigated and some relevant information for monetary theory 
extracted. But aside from a brief mention that the inflation of price 
is explained by the demand and supply of money, the book is almost 
devoid of explanations. This neglect seriously detracts from the use- 


fulness of the book for students of monetary affairs. 
EARL ROLPH 


University of California 


La Question de la monnaie d'argent aux Etats-Unis des origines 4 1900. 
By JEAN Pau Hirer. Paris: Des presses modernes; New York: 
G. E. Stechert & Co., 1938. Pp. 493. Fr. 75. 

L’ Incidence économique de la frappe de monnaie d’ argent aux Etats-Unis 
de 1878 4 1893. By JEAN Paut Hirer. Paris: Des presses mod- 
ernes; New York: G. E. Stechert & Co., 1938. Pp. 82. Fr. 18. 


These two books are unusual in background, form, and content. 
They were inspired in France, begun in London under the guidance of 
T. E. Gregory, and completed in the United States, chiefly at Harvard, 
Cornell, Wisconsin, and the Library of Congress. The author makes 
acknowledgement of the aid received from a group of distinguished 
American economists and historians, not one of whom, curiously, 
is an authority in the highly technical field of coinage history. The 
work was made possible by grants by two foundations in France, 
the University of London, and the Rockfeller Foundation. 

Such distinguished auspices might be expected to produce a classic 
of interpretation, after the fashion of Bryce and De Tocqueville. 
This was not the result. The larger book is simply an extraordinarily 
comprehensive history of silver money in America. What the book 
does is to present a synthesis of all the work previously done by the 
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authorities on silver coinage—Sumner, Walker, Bolles, Taussig, 
Hepburn, and the rest. The author went back to the original sources 
cited by these writers. He even contrived to find a few new sources. 

There is a preliminary history of the coinage developments of 
America from the beginning of the colonies to the Civil War. It is 
almost completely a restatement of the history already outlined in my 
Fractional Money. Hiitter repeats, with acknowledgment, much that 
has previously appeared only in this book. 

The bulk of the larger work is devoted to the period from 1860 to 
z890. The statutes of the period, the attitude of the public, the polit- 
ical issues of the time, the comment of the press, the debates in Con- 
gress, all these are presented with an unparalleled wealth of detail. 
The whole story is there, written with the beautiful clarity of the 
French language. 

This reviewer has looked in vain for any really significant discovery 
or addition to existing knowledge. This was inevitable. The im- 
portant sources of our monetary history were exhausted before Hiitter 
ever invaded the field. This reviewer alone spent ten arduous years in 
unremitting search for new materials. Hiitter occasionally adds a new 
item from his vast assemblage of fugitive literature. There are more 
details in his picture. But it is the same picture long familiar to Amer- 
ican economists. It is not clear why a work finished in 1938 should 
stop with 1900. The activities of the Pittman crowd in 1918 and the 
complete surrender of Franklin Roosevelt to the silver wolves in 1934 
are mentioned only fleetingly. 

As a historical narrative the book is unexceptionable. It is only 
when the author attempts interpretation that he fails. He regards the 
silver movement as the expression of economic discontent of the masses 
in a period of falling prices. He completely misses the basic truth that 
economic discontent was only the instrument of an unprincipled band 
of conspirators bent on establishing an unnatural price for silver. The 
so-called “silver movement” was never, even in the hectic days of 
“free silver,” a popular movement for a specific monetary policy. In 
all its history the silver movement has been a pumped-up phantasm, 
created by kept politicians, led by economic illiterates, and supported 
by a populace not able to understand even the terms of the monetary 
controversy. It has always been inspired for the sole purpose of black- 
mailing government for the benefit of a trivial industry. Its only 
successes have been achieved when we had Congresses and presidents 
of deplorable political standards. 





300 BOOK REVIEWS 


The shorter book is an attempt to measure the extent to which the 
issue of silver under the Bland-Allison and Sherman acts actually 
promoted a rise in prices. In the judgment of this reviewer the result 
is not conclusive. 

These books, written in French, published in flimsy paper covers, 
cannot have wide usefulness in America. This reviewer is prepared 
to accord them unstinted praise for their comprehensiveness and their 
scholarship. But he is, nonetheless, driven to wonder why important 
foundations promoted a major research project which could only 
plough up old fields already tilled to the point of diminishing returns, 
only to have it produced in a form which makes it virtually inaccessible 
to those most interested—American monetary economists. 


NEIL CAROTHERS 
Lehigh University 


Canadian Investment and Foreign Exchange Problems. Edited by 
J. F. Parkinson. Toronto: University of Toronto Press, 1940. 
Pp. ix+292. $3.00. 

This timely volume presents the story of Canada’s economic devel- 
opment since the last war in terms of the foreign exchanges, inter- 
national trade, and the capital market. That Canadian progress 
during the past quarter-century in the general direction of industrial 
and financial maturity has been notable is not generally recognized. 
Canada in 1914 had no domestic-bond market and no central bank. 
Reflecting the pioneer character of her economy at that time, the 
excess of merchandise imports was heavy, the reliance upon foreign 
capital was correspondingly strong, and her manufacturing industries 
were able to supply but a small share of the domestic market. During 
the twenty-five years which followed, however, all this was changed. 
It now would appear, quite apart from her military effort, that Canada 
will be able to render economic and financial aid to her allies in addition 
to financing herself. 

The first nine chapters, constituting Part I and covering approxi- 
mately one-half of the book, are devoted to the background and prob- 
lems of the foreign exchanges. The second part, comprising chapters 
x-xxiii, undertakes a description and analysis of the Canadian invest- 
ment field, including the problems of the chartered banks, the bond 
market, trust and life insurance companies, mining finance, etc. 
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Naturally the two sections of the book are interdependent. Thus 
“Canadian investment and prosperity are shown to depend upon the 
changing tide of export trade and international capital movements.” 
The ebb and flow of merchandise trade and of the flow of capital are 
reflected in the exchange rates, commodity prices, interest rates, and 
central-bank policies. ‘‘It is this kind of inter-play—described in terms 
of the developments of the last twenty-five years—which gives unity 
to the book.” 

The chapter arrangement no less than the subject matter must 
evoke general approval. The reviewer would compliment alike the 
editor, the University of Toronto, and the two associations of business- 
men whose co-operation made this volume possible. Notwithstanding 
the fact that the twenty-three chapters constitute the contribution of 
twenty specialists in their several fields, one does not find the lapses or 
interruptions in thought sequence one might naturally expect; instead 
there appears throughout in notable degree a progressive sense of 
continuity. 

Between the so-called theoretical and the practical approach to the 
problems of the foreign-exchange market, international trade, the 
stock market, and other related issues, the volume under review pre- 
sents a nice balance. For example, in Part I, save for chapters iii and 
viii, a nontechnical discussion is presented of the forces underlying the 
fluctuation of the Canadian dollar in relation to sterling and the 
United States dollar. In contrast, in chapter iii, entitled “Financing 
Canada’s International Trade,” and in chapter viii, “Regulations and 
Practices of the Foreign Exchange Control Board,” a description of a 
technical nature is offered respectively of such matters as documentary 
drafts, letters of credit, authority to purchase, etc., and of the elabo- 
rate system of permits, initiated by the Exchange Control Board, 
designed to cover every phase of every transaction involving the use 
of exchange, the treatment of exports and imports, etc. The book, 
informative and interesting, reveals first how the financial machinery 
of Canada “gears into those of other lands to secure a quick and 
smooth movement of goods into foreign markets or of the movement 
of needed materials into Canada.” It then offers a description of the 
operations, possibilities, and backgrounds of investment in Canada. 


THEODORE H. Boccs 
Stanford University 
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Monetary Experiments: Early American and Recent Scandinavian. By 
RicHarpD A. LeEsTER. Princeton: Princeton University Press, 
1939. Pp. xviii+316. $3.50. 

There seem to be two messages in this book: first, that managed 
money has been tried repeatedly and found workable, and, second, 
that “depressions may be overcome by means of monetary expansion 
and suitable monetary policies.” Perhaps the second is only a corollary 
of the first. To support these contentions Professor Lester has ran- 
sacked modern monetary history and brought forth fourteen lessons. 
These include: the French-Canadian playing-card currency, often 
referred to as the world’s first paper money; the Colonial paper money 
experiences of Pennsylvania, New York, New Jersey, Delaware, and 
Maryland—the price levels in these middle colonies were more stable 
than is generally realized; two early experiments of a tabular stand- 
ard nature in Massachusetts; the retention of the gold standard in 
the Far West during the Civil War; the return of Norway and Den- 
mark to gold parity in the 1920’s; Finland’s devaluation; and, of 
course, Sweden’s recent experiment with “managed money.” The au- 
thor’s conclusions are summarized in a final chapter entitled ‘The 
Challenge to Orthodoxy” in which he criticizes the gold standard 
roundly and advocates a goods standard managed so as to maintain a 
stable price level. The accounts of the various monetary experiments 
are clearly the products of scholarly research, the style of the book is 
easy, and the pages abound with examples which should prove useful 
to teachers of monetary history and principles. Generous use has been 
made of charts, tables, and illustrations. 

“In general the American experiments were much more successful 
than the Scandinavian experiments” (p. 287). One explanation is 
that the colonists were “less subject to the gold or silver fetish and 
were more ready to experiment with the money.” Another was that 
“when the colonial authorities issued a certain sum of currency they 
were sure that the money supply would be increased by that sum, no 
more and no less.” A third might be that Professor Lester was able to 
follow the details of the recent Scandinavian experiments more closely. 
He found that the famous “middle way” was to a large extent a 
“muddle way” (my quotes); he points out that the Kreuger affair of 
1932 and the binding of the krona to the pound in 1933, both rather 
fortuitous, turned Sweden’s price level in the right direction at the 
right times. Judging by his account of New Jersey monetary history, 
which happens to be my bailiwick, he is strongly inclined to take at face 
value the favorable comments of governors and others concerning the 
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success of paper money legislation. Four of the six governors men- 
tioned on page 133 as favorable were bribed to gain their assent and a 
fifth was definitely unfavorable. Furthermore, the alternate emission 
and retirement of paper money in New Jersey caused maladjustments 
far from desirable (see my article in the December, 1939, number of this 
Journal). Granted, however, that the paper-money issues of the middle 
colonies were moderately well handled for that era and have received 
inadequate attention, it behooves their historian to emphasize that the 
rapid population and business growth of the colonies must have moder- 
ated their effects to some extent and that British restrictions and re- 
luctance to approve paper-money laws limited currency expansion and 
prevented more marked inflation. 

In this quest for the ideal monetary system the gold standard plays 
the role of villain. It is alleged that depressions have been severest in 
the countries adhering to gold longest, until “it is now recognized as 
much more important for a country to have a satisfactory price level 
than for it to maintain a fixed price for gold at all costs.” Professor 
Lester is not interested in the possibilities of maintaining a stable price 
level under the gold standard by means of central bank operations; for 
“if the money is to be managed, there is little excuse for the gold 
standard”—apparently not even as a brake on a government’s instinc- 
tively inflationary tendencies. Political manipulations in the choice of 
goods to be used as a base in his goods standard, especially when the 
goods base has to be brought up to date periodically, hold no terrors 
for him. 

Professor Lester urges that a fine cure for depressions is an increase 
in the supply of circulating media, and he gives numerous examples 
from Colonial American and recent Scandinavian monetary history to 
prove his point. He pays scant heed to such matters as business con- 
fidence and the velocities of circulation; aparently he feels convinced 
that an increase in the quantity of money will make itself felt promptly 
and that its effects can be controlled. He explains that “all the world’s 
well known inflations have occurred in connection with wars and none 
of them have [sic] happened during a depression when much industrial 
equipment is lying idle” (p. 231). A study of some of Latin America’s 
many less well-known inflations is recommended by this reviewer. Nor 
does he attempt to analyze depressions from other than a monetary 
viewpoint—the doctor seems confident that his paper pills will cure all 
pale people. 

Although I differ with Professor Lester on numerous points, I be- 
lieve his book has real merit. It will be a useful reference on the mone- 
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tary history of the middle colonies if the reader is on his guard where 
footnotes indicate a secondary source has been used. The account of 
the recent Swedish experiment is a fair-minded attempt to examine a 
controversial subject and is probably the best chapter. His habit of 
lecturing the economics profession in general for their views on money 
(pp. 224 and 307) is unfortunate but not without provocation at times 
(p. 57). It is likely that he has made as good a case as is possible, on 


historical grounds, for managed currency. 
DoNnALD L. KEMMERER 


University of Illinois 


Wachstum und Wachstumsformen der englischen Industriewirtschaft von 
1700 bis sur Gegenwart. By WALTHER HoFFMANN. (“Probleme der 
Weltwirtschaft.” Schriften des Instituts fiir Weltwirtschaft an der 
Universitit Kiel, 63.) Jena: Gustav Fischer, 1940. Pp. xii+ 284. 
Rm. 16. 

The “backbone” of the study, according to the Foreword, is an 
index of production. With more industry than discernment the author 
constructs a general index of production extending from 1700 to 1935. 
Moreover, he gives parallel indexes of production with building con- 
struction and without building construction and also indexes for con- 
sumption-goods industries and production-goods industries. The 
technique of constructing the general indexes suggests that of the 
paleontologist in using fragments of bones to reconstruct a prehistoric 
animal, but the results are far less convincing. The statistical frag- 
ments used by the author for the earlier period are limited to coal, tin, 
cotton, sugar, malt, shipping, and patent issues. Most of the series 
cover only the period beginning about the middle of the nineteenth 
century, and a few are limited to recent decades. 

There are two assumptions underlying the general indexes. One of 
these is the adequacy of the data for the industries included. The other 
assumption is that the trend of the industries included is approximate- 
ly the same as the trend of industry as a whole. There is no evidence 
that either of these assumptions is valid. Earlier statistical records, 
even for the limited fields included in the general index, are at best 
fragmentary, and in this instance at least there is no possible statistical 
technique that can take the place of basic data. Furthermore, there is 
evidence that the series used are not representative of industry as a 
whole. The trend of the cotton industry, for example, was obviously 
different from that of industry as a whole. The representative char- 
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acter of coal production is doubtful on more than one count. There was 
a rapid transition from wood to coal and somewhat later from coal to 
water power and later still (but comparatively early in the period 
covered by the author) back to coal in connection with steam power. 
The fluctuations in the production of coal during the earlier period— 
when the coal statistics bore a large part of the burden of carrying the 
general index—were far from typical of fluctuations in the whole of 
industrial production. On a none too firm statistical base the author 
superimposes a theory of the growth and decline of British economy. 

There is an extensive survey of existing sources of information relat- 
ing to production, and if the volume is used in studying the course of 
production and business activity in separate fields, it will be found use- 
ful. There is also a careful summary of information on methods of 


measuring production and constructing indexes. 
Witt BowDEN 


Washington, D.C. 


A Pioneer Merchant of St. Louis, 1810-1820: The Business Career of 
Christian Wilt. By StsteER Marietta JENNINGS, C.S.J. (“Colum- 
bia University Studies in History, Economics and Public Law,” 
No. 462.) New York: Columbia University Press, 1939. Pp. 219. 


$2.50. 

The authoress of this volume, who is dean of Fontbonne College, 
St. Louis, Missouri, has writien an interesting little book. The style 
is clear and the presentation effective. The treatment is largely ob- 
jective, and the judgments, when made, are fair. The book proves 
how much there is of value in the letter-books of merchants, which 
provide the bulk of the fresh information here presented. 

Christian Wilt, a descendant of Palatine Germans in Philadelphia, 
was sent out to St. Louis in 1810 by a relative primarily to engage in 
the retail trade. This relative was the merchant, Joseph Hertzog, also 
of Philadelphia. Since Wilt was still a minor, the original partnership 
was solely between Hertzog and an experienced traveling trader. 
When Wilt became a success in St. Louis, he was taken in as a full- 
fledged partner. The working capital was at first supplied solely by 
Hertzog, who as a wholesaler and retailer of general goods had attained 
considerable success. 

Hertzog operated in Philadelphia, the traveling partner chiefly at 
Pittsburgh facilitating the transshipment of goods, and Wilt in St. 
Louis. The first undertaking was retailing. Then one function after 
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another was added: wholesaling, transportation (a barge line up the 
Ohio), mining (lead), manufacture (lead, candles, soap, whisky), and 
banking. Branch stores were set up and investment made by Wilt 
on his own account in the ephemeral Bank of St. Louis and the Bank 
of Missouri. 

We see here a revival of the business of the sedentary merchant, 
which in one form or another endured in Europe from about 1300 to 
1800. The essential basis was not specialization but the integration 
of muitiple functions. Partnership was the normal form of combina- 
tion. Agents were freely used, in this case, in mining, barging, and 
the operation of branch stores. Of course, the coming of regular steam- 
ship service on the rivers, the rise of banks, and especially the develop- 
ment of factories and railroads destroyed mercantile capitalism and 
introduced industrial capitalism. In the West, this happened after 
the time of Wilt, however, for he died in 1819. 

We miss a study of personalities in this book, though we may infer 
much from what is said. Most of all we have too little information 
about Hertzog’s business in Philadelphia. One of the keys to the total 
business of the partners lies at the Philadelphia end. We should like 
to know especially the source of Hertzog’s goods (see p. 17), that is, 
how far imported by Hertzog, bought locally, or manufactured at his 
order. The business historian would have emphasized this aspect of 
the firm’s activity in order to place the firm in its proper sphere of 
historical growth. 

The authoress makes it clear (p. 200) that she is not attempting to 
write business history but general history as culled from business rec- 
ords. She is interested in what the mercantile class did for St. Louis 
and the West. Pursuing profits, these merchants served society. Some- 
one else may reread the letter-books to see whether there is additional 
information about organization, policy, management, and control. In 
her description of the business Sister Marietta, however, has given us 
a good deal of information about these subjects, and we are grateful. 


N. S. B. Gras 
Harvard University 


Currency Depreciation and Monetary Policy. By Mitton GILBERT. 
Philadelphia: University of Pennsylvania Press, 1939. Pp. xiiit+ 
167. $2.00. 

Mr. Gilbert attempts to draw the lessons of the monetary experience 
of 1931-34 through a sequence of carefully constructed case histories. 





BOOK REVIEWS 307 


Starting with an analysis of depreciation in Australia, he next discusses 
the depreciation of sterling. Then he proceeds to the external effects 
of sterling depreciation and demonstrates them first on Sweden, second, 
on the United States. The last chapter of case history deals with the 
depreciation of the dollar. It is followed by a summary in which he 
attempts to condense the lessons of depreciation from the viewpoint 
of monetary policy. 

Mr. Gilbert’s statement of purpose and the organization of the 
material he picked are exemplary, though one important omission im- 
pairs the significance of his otherwise well-stated conclusions. No 
study of currency depreciation and monetary policy is complete which 
omits a study of exchange control and of multiple exchange rates. 

Furthermore, the quality of the execution is uneven. The analyses 
of the depreciation in Australia and in the United States are excellent. 
The chapters on the depreciation of sterling and the depreciation in 
Sweden are adequate, though somewhat unhistorical and marred by 
minor blemishes. The important analysis of the impact of sterling 
depreciation on the United States seems inadequate. 

With the exception of the chapter on Australia, where predigested 
material of unusually high quality was available to him, Mr. Gilbert 
does not pay sufficient attention to the less elementary aspects of the 
mechanism of deflation from abroad. It is this lack which makes what 
would otherwise be the most interesting argument in the whole book 
its weakest chapter. He claims that sterling depreciation was not a 
major and certainly not a decisive influence on the progress of deflation 
in the United States. In substance, he hopes to prove this by referring 
to findings of the U.S. Tariff Commission, indicating that the ex- 
ternal trade of the United States shows a fairly uniform shrinkage 
with both depreciated and undepreciated currency countries in 1932. 

The real problems begin exactly where the author stops. The 
world financial crisis beginning in the spring of 1931, and of which 
sterling depreciation was merely the climax, has had a cumulative 
effect on the American financial structure as well as on the American 
price structure. The enormous decline in the marginal efficiency of 
capital in the United States subsequent to the spring of 1931 cannot be 
denied. There is no reference to the possibility that sterling deprecia- 
tion may have had an influence on it. Similarly, there is no mention 
of the question whether sterling depreciation has had any influence 
in aggravating the problems inherent in domestic overindebtedness. 
These two omissions alone make the whole chapter inadequate to the 
point of irrelevancy. 
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It may also deserve mention that Mr. Gilbert is not always careful 
in the selection of his statistics and in stating the qualifications neces- 
sary for their proper interpretation. Last but not least, he does not 
appear to have read the galley proof of his book. There are twenty 
typographical errors and miscellaneous oversights obviously due to 
inadequate proofreading between pages 36 and go alone. 

In conclusion, this book is not the definitive analysis of the mone- 
tary experience of 1931-34 we are waiting for. This is all the more un- 
fortunate owing to the danger that with the passage of time some of 
the important lessons that could be derived from the monetary and 
trade experience of those fateful years of transition will be lost or mis- 
interpreted. Nevertheless, Mr. Gilbert has given evidence of consid- 
erable ability and has written a highly suggestive book. 


IMRE DE VEGH 
New York City 


Grants-in-Aid under the Public Works Administration: A Study in Fed- 
eral-State-Local Relations. By J. KERWIN Wixtiams. (“‘Columbia 
University Studies in History, Economics and Public Law,” 
No. 459.) New York: Columbia University Press, 1939. Pp. 292. 
$3.75. 

The construction of public works as a depression measure has been 
fiscally problematic, since the local authorities responsible for some 
of the most useful types of work have depended upon real estate taxes 
and have been legally and economically limited in their ability to 
issue bonds. Hence, grants-in-aid for construction have been the only 
feasible method of finance. This monograph describes the internal or- 
ganization of the P.W.A., analyzes its policies, and treats some of the 
problems created by its unique subventions. For, unlike other agencies 
administering federal grants-in-aid, P.W.A. dealt directly with numer- 
ous local authorities, without the intervention of a responsible state 
department and without state financial assistance. Where state agen- 
cies were aided, they were treated in precisely the same way as local 
governments. The wide discretion given to the president in the ex- 
penditure of construction appropriations permitted P.W.A. to impose 
conditions almost at will, subject to review by the president, who oc- 
casionally overruled his agents. In practice P.W.A. insisted merely 
upon satisfactory plans, specifications, and legal and financial terms. 
Since any given body could not expect to receive successive grants, 























BOOK REVIEWS 309 


all conditions had to be embodied in the original project agreements, 
and a gradual improvement of local administration under federal 
guidance, as in other federal-aid work, could not be assumed. There 
was some additional control where the larger cities had several projects 
pending. 

This study, while primarily descriptive, is not uncritical. It shows 
that the slow rate of progress under P.W.A. was not entirely due to 
the lack of advance planning and the legal difficulties of local bodies. 
Extreme administrative centralization, changing policies, internal dis- 
sension, conflict with other federal agencies, and even personalities, 
played significant parts. The point of view taken is that of public 
administration, in a fairly narrow definition of the term. The author 
recognizes the uncertainty of any conclusion about the economics of 
works construction and so, perhaps wisely, avoids discussing economic 
issues. Nor does she attempt to evaluate the accomplishments of the 
program. Evaluation is always hazardous, particularly for a doctoral 
candidate, but its avoidance decreases interest in the study. Adherence 
to a strictly administrative point of view leaves little of direct interest 
to the economist or student of public finance. 


Henry J. BITTERMANN 
Ohio State University 


Swiss-American Economic Relations. By DoroTHY GRANT JACQUELIN. 
(“Geneva Studies,” Vol. X, Nos. 4-5.) Geneva: Geneva Research 
Center [New York: Columbia University Press], 1939. Pp. xx+ 
295. $0.40. 

In this book the Swiss-American Trade Agreement of 1936 is used as 

a “case study of the possibilities of lowering existing barriers to inter- 

national trade at a period when the general tendency is in the opposite 

direction.”” The author finds that in this case barriers were actually 
reduced and that trade increased. When duties were lowered Ameri- 
cans bought more Swiss watches and the Swiss bought more American 
dried and preserved fruits. But the author avoids post hoc propter hoc 
reasoning; she finds other factors operative—the devaluation of the 

Swiss franc in 1936 and business recovery in the United States in 1937. 

As one of the principal results of the agreement she mentions the 

change in sentiment of the Swiss people toward American goods. The 

Hull agreement went a long way toward removing the hostility and 
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bitterness which had been aroused by the Hawley-Smoot tariff. The 
results were seen in an increasing participation (on a percentage basis) 
of the United States in Swiss foreign trade. 

The scope of the book is even wider than the title suggests. In addi- 
tion to an interesting and authoritative account of the development of 
trade relations between the two democracies, Mrs. Jacquelin has given 
us an excellent account of the evolution of the Swiss economy—per- 
haps the best available in English. There is much useful detail on the 
organization of the milk and cheese industries, on watchmaking, and on 
the textile industries. For her material she has drawn freely on official 
data and on the reports of private organizations, banks, trade associa- 
tions, etc. The material, supplemented by interviews with leaders in 
agriculture and industry, has been skilfully arranged so as to make a 
readable as well as an informative book. 

Students of commercial policy will be particularly interested in the 
author’s description of the operation of the Swiss system of import 
quotas (pp. 51-52) and clearing agreements (pp. 68-71). Those who 
have proposed bilateralization of American trade should ponder certain 
results in Switzerland: (1) In order to permit compensation and clear- 
ing agreements to function normally, it was found necessary to re- 
strict exports from Switzerland. (2) To manage the intricate detail of 
bilateral trading, the Swiss Office of Compensation in 1937 had to deal 
with 280,000 individual accounts. The texts of the 1936 trade agree- 
ment and of the commercial treaties of 1847 and 1850 are reprinted 
in the Appendix. There is a full Bibliography. 


Percy W. BIDWELL 


Council on Foreign Relations 
New York City 


I Porti franchi. By BRuNo Mrinotetti. (“Problemi contemporanei,” 

XIX.) Turin: Giulio Einaudi, 1939. Pp. 199. L. 15. 

The scope of this book is practically limited to free port zones, 
called “foreign trade zones” in the United States. Related institutions 
for facilitating international trade under pronounced protectionism— 
such as free-trade cities (Hong Kong, Zara), free zones (Savoy, Car- 
naro), bonded warehouses, improvement trade, and duty drawbacks— 
are merely described in a special chapter to clarify terminology. Free- 
trade cities, formerly much in vogue, were mostly abolished in the 
later nineteenth century because of the general trend toward freer 
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trade and the elimination of internal customs barriers. The recru- 
descence of protectionism, combined with the establishment in most 
ports of industries manufacturing for the whole domestic market, led 
to the establishment of free port zones separated from the rest of the 
respective ports and cities proper by customs cordons, within which 
zones foreign products are free from customs duties and red tape but 
cannot be consumed, except as ship supplies, without payment of 
duty. Since the World War of 1914-18 this movement has assumed 
ever greater importance. 

In addition to the book’s theoretical interest, it aims to serve as a 
practical guide for people concerned about free ports either pro or con. 
The discussion includes functions of free ports, theoretical justifica- 
tion, practical problems occasioned by differential duties and exchange 
control, essentials of geographic location, prevention of smuggling, 
types of administration, and the history of free ports in Italy and other 
countries. The author, who since 1932 has written numerous articles 
on free ports, feels that under proper geographic and trade conditions 
they are of positive benefit in countries with high tariffs and that their 
alleged disadvantages, by a confusion of terms, pertain to the out- 
moded free-trade cities and not to the modern free port zones. This 
is the best general book and bibliography (twenty-five pages) on free 


ports known to the reviewer, but Foreign Trade Zones (Washington: 
Government Printing Office, 1929), should also be consulted by a stu- 
dent of this subject. 


Haro_p V. V. Fay 
Washington, D.C. 


Rival Unionism in the United States. By WALTER GALENSON. Wash- 
ington, D.C.: American Council on Public Affairs, 1940. Pp. 317. 
$3.25. 

This is a contribution to the growing body of literature on the law 
of trade-unions. It is in the main a study of methods of dealing with 
conflicts between rival unions, through courts, legislation, and ad- 
ministrative agencies in the United States now and in the past. 

There are introductory chapters on the history of rival unionism, 
causes of rivalry, rival union tactics, and the basic legal principles 
which the courts have applied to these conflicts. Detailed and fully 
documented chapters follow on the common law of rival unionism as 
developed by the New York courts and those of other states, and the 
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impact of the anti-injunction laws, the N.I.R.A., and the labor rela- 
tions acts upon court decisions on these controversies. Finally, the 
quasi-judicial decisions by the various labor boards from the National 
War Labor Board down to the present National Labor Relations 
Board and the state boards are analyzed. 

Intricate and difficult problems, both economic and legal, arise from 
these controversies, such as conflicts between rights of minority and 
majority unions and the difficulties of employers caught in the cross- 
fire of rival unions. The author does not attempt any final estimate 
of the wisdom of the various policies used, and further discussion of 
the meaning of the mass of material presented would have been help- 
ful. He indicates tentatively his conclusion that although the equity 
courts have played the major part in the past in adjudicating these 
disputes, they are less well suited than are the administrative agencies 
to solve these “‘delicate and far-reaching economic questions.” The 
bounds of conduct permitted to minority unions should, he thinks, be 
more carefully delineated in the law. 

The chief value of this study lies in its full presentation of the record 
of public intervention in these conflicts. For the solution of the prob- 
lems of public policy involved these records will be helpful. Appendixes 
list injunctions issued and denied by New York courts in rival union 
disputes and suits brought by several unions to enforce closed-shop 


contracts. 
Emity CLARK Brown 


Vassar College 


Fair Trade: With Especial Reference to Cut-Rate Drug Prices in Michi- 
gan. By Epcar H. Gav t. (“Michigan Business Studies,” Vol. IX, 
No. 2.) Ann Arbor: Bureau of Business Research, School of Busi- 
ness Administration, University of Michigan, 1939. Pp. 54. $1.00. 
The contribution of Professor Gault’s study is that it adds to the 

slowly growing body of evidence concerning the effects of the “Fair 

Trade” laws by showing some specific results to date in Michigan in 

the drug trade. Retail prices were obtained for a sample of 160 con- 

trolled and 81 uncontrolled products advertised by cut-rate drug stores 
prior to and since the passage of the “Fair Trade” statute. The basic 
conclusion reached is that “consumers in Michigan who formerly pur- 

chased drug products at cut prices are paying from 15 per cent to 30 

per cent more for price-controlled items under Fair Trade,” while the 

prices of comparable uncontrolled products “‘have decreased slightly in 
cut-rate stores” (p. 41). Brief comparisons are also made with two 
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earlier studies made elsewhere and with prices in Kansas City, Mis- 
souri, for 40 products, since Missouri has no “Fair Trade” law. Com- 
putations of controlled retail margins showed them to be only slightly 
below the costs of average dealers when allowances were made for 
extra discounts. 

In addition to the Michigan research evidence there is a general 
introductory and concluding analysis in which the historical basis of 
the current-trade attitudes toward, and the pros and cons of, the “Fair 
Trade” movement are discussed. This general interpretation on the 
whole is sound although there are valid bases for disagreement con- 
cerning a number of points. Further, the author admits that the 
limitation of the statistical analysis to advertised prices in “‘cut-rate”’ 
stores tends to bias the results toward the point of view of the oppo- 


nents of these measures. 
E. T. GRETHER 


University of California 


Survey of American Listed Corporations: Reported Information on 
Selected Manufacturing Groups. By WorK PROJECTS ADMINISTRA- 
TION, sponsored and supervised by the SECURITIES AND EXCHANGE 


Commission. New York, Vol. I, January, 1940 (pp. 291); Vol. II, 
March, 1940 (pp. 375); Vol. III, May, 1940 (pp. 280); to be con- 
tinued. 

This survey makes available a large part of the rich store of corpora- 
tion statistics contained in the records of the Securities Exchange 
Commission. It covers the five years 1934-38 except for a few com- 
panies for which data are incomplete. For each individual corporation 
included we are given a list of parents and subsidiaries (showing degree 
of ownership), a balance sheet (giving figures both absolutely and as 
percentages of total assets), a profit-and-loss statement (giving figures 
both absolutely and as percentages of total sales), a surplus reconcilia- 
tion, certain ratios of asset, liability and income items, and figures on 
high salaries paid. Combined balance sheet, surplus reconciliation, and 
profit-and-loss figures are given for industry groups, including five to 
thirty-one companies each. 

The statements given are not extremely detailed. In the balance 
sheets, for example, “current assets” are broken down into five com- 
ponents and other assets into nine; besides this, three reserve accounts 
are carried. Twelve liability items and five capital-account items ap- 
pear on the other side. These figures were put together for much more 
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detailed statements, however, with painstaking care to secure com- 
parability; so that they do not expose the user to the normal hazards 
of condensed statements. The classification of items, moreover, is 
very revealing. 

For investigators interested in general pictures rather than details, 
these volumes offer a very useful body of data. The classification by 
industries is extremely well designed; the comparability of the various 
statements is unusually good; and the indexing of the volumes is 
admirable. The chief hazard is the obvious one inhering in the S.E.C.’s 
basic data: only large companies are represented. The Survey in- 
cludes some two thousand companies (rather more than 8o per cent 
of those registered in 1939), of which about three hundred are covered 


in these first three volumes. 
ALBERT GAILORD HART 
Towa State College 


Seasonal Variations in the Economic Activities of Japan. By WILLIAM 
ALFRED Spurr. Lincoln: University of Nebraska, 1940. Pp. ix+ 
130. $1.50. 

Prepared in connection with Ph.D. requirements of Columbia Uni- 
versity, Professor Spurr’s study bears the mark of the environment in 
which it was developed. It encompasses in brief space the findings de- 


rived from a broadly conceived project calling for analysis of seasonal 
variation in series descriptive of the operations of the Japanese econ- 
omy. Some one hundred series are divided into segments of seven to 
nine years and subjected to seasonal analysis—a task which the author 
lightened by use of his previously published graphic procedure that is 
covered in the chapter reviewing method. Subsequent chapters sum- 
marize the data used and the findings in the fields of prices, trade, and 
finance. Comparison is then made between the seasonals obtaining 
during the different periods into which the series are broken. Changes 
in amplitude, pattern, and dispersion of monthly arrays are noted, and 
it is concluded that seasonal swings generally tend to be wide in times 
of economic tranquillity and narrow in periods of violent cyclical and 
war disturbances. A closing synthesis sketches the essential complexity 
of the penetration of seasonal forces into the different phases of the 
Japanese economy and derives from the varied movements a com- 
posite having March and December peaks and January and August 


troughs. 
Dwicut B. YNTEMA 
Washington, D.C. 
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